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Appealed from the District Court of the
Second Judicial District of the State of Idaho,
in and for the County of Nez Perce
The Honorable Jeff M. Brudie
Supreme Court No. 36916-2009

RODERICK C. BOND
ATTORNEY FOR PLAINTIFF-APPELLANT
GARY D. BABBITT
ATTORNEY FOR DEFENDANT AlA CORP-RESPONDENTS

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE STATE
OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

)
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Plaintiff-Counterdefendant-Appellant)
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) SUPREME COURT NO. 36916-2009
)
v.
)
)
AIA SERVICES CORPORATION, an Idaho
) TABLE OF CONTENTS
corporation; AIA INSURANCE, INC., an Idaho
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)
corporation; R. JOHN TAYLOR and CONNIE
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)
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RODERICK C. BOND
PAUL R. CRESSMAN, JR., ISB No. 7563
NED A. CANNON, ISB No. 2331
SMITH, CANNON & BOND PLLC
Attorneys for Plaintiff
508 Eighth Street
Lewiston, ID 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person;
Case No.: CV-07-00208
Plaintiff,
AFFIDAVIT OF REED J. TAYLOR IN
SUPPORT OF EMERGENCY MOTION

v.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; and
JOLEE DUCLOS, a single person;
Defendants.
STATE OF IDAHO

)
) ss:
COUNTY OF NEZ PERCE )
I, Reed J. Taylor, being first duly sworn on oath, deposes and says:
1.

I am over the age of eighteen years, the Plaintiff in the above-entitled

action, competent to testify in court, and make this Affidavit based upon my personal
knowledge.
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2.

In or about 1969, I founded the business now known as AlA Insurance,

Inc. My brother R. John Taylor ("John Taylor") joined me shortly after graduating from
law school. When John Taylor joined me, I gave him his shares in the business.
3.

AlA Services Corporation ("AlA Services") is the holding company and

AlA Insurance, Inc. ("AlA Insurance") is a wholly owned subsidiary of AlA Services.
4.

In 1995, John Taylor desired to have my shares in AIA Services redeemed

by AlA Services. I agreed to have AlA Services redeem my 613,494 shares in AlA
Services. Upon the closing of this transaction, John Taylor would become the owner of
the majority of the shares of AlA Services. At the time of the purchase of my shares in
AlA Services, I owned the majority of the shares in AlA Services.
5.

On July 22, 1995, the parties entered into the Stock Redemption

Agreement, Stock Pledge Agreement, and Security Agreement, among others, to close
the redemption of my 613,494 shares.
6.

On August 1, 1995, John Taylor executed a $6 Million Promissory Note

("$6 Million Note") in my favor on behalf of AlA Services. The $6 Million Note is
attached as Exhibit A. Despite my demands for payment, AlA Services has failed to pay
the principal and accrued interest on the $6 Million Note.
7.

In 1996, AlA Services failed to comply with its contractual obligations to

me. On July 1, 1996, I agreed to restructure the obligations under the Stock Redemption
Agreement, Stock Pledge Agreement, and Security Agreement, among others, by
executing the Stock Redemption Restructure Agreement, Amended and Restated Stock
Pledge Agreement, and Amended and Restated Security Agreement.
III
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8.

Attached as Exhibit B is the Stock Redemption Restructure Agreement

dated July 1, 1996. AlA Services has numerous obligations under this Agreement which
have not been complied with,
9.

Attached as Exhibit C is the Amended and Restated Stock Pledge

Agreement ("Amended Stock Pledge Agreement") dated July 1, 1996.

Under the

Amended Stock Pledge Agreement, all of the outstanding shares in AlA Insurance were
pledged to me for the prompt payment of the $6 Million Note.
10.

Attached as Exhibit D is the Assignment of the shares in AlA Insurance

to me and a copy of the stock certificate of the shares. The stock certificate represents all
of the outstanding shares of AlA Insurance. There are no other persons or entities with
shares entitled to vote.
11.

Attached as Exhibit E is the Amended and Restated Security Agreement

dated July 1, 1996. Despite my requests, AlA Services and AlA Insurance have failed to
advise me of the location of the lock box for all commissions received by AlA Services
and AlA Insurance and have otherwise failed to comply with the lock box provisions.
The failure to comply with the lock box provision and failure to cure within 3 days,
constitutes a default which vests the right to vote the shares in AlA Insurance to me.
12.

Attached as Exhibit F is a the notice of the Defendants' various defaults,

including, without limitation, the failure to pay money owed to me under the $6 Million
Note and the failure to comply with the lock box requirement in the Amended Security
Agreement. The Defendants have failed to cure any of the defaults, failed to pay me the
over $8 Million owed to me, failed to have me appointed as a board member as required,
and failed to provide me with financial documents, among others.
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13.

Attached as Exhibit G is a notice of special shareholder meeting that I

timely and properly provided to AlA Insurance. AlA Insurance refused to honor my
request for a shareholder meeting. In a response signed by John Taylor, AlA Insurance
agreed take various actions ifI agreed to forego holding a shareholder meeting.
14.

In January 2007, I again provided timely and proper notice of a special

shareholder meeting.
15.

On February 1, 2007, AlA Insurance responded to my demand for a

shareholder meeting through a letter attached as Exhibit H. However, AlA Insurance's
denial was based upon a different excuse. This time AlA Insurance took the position that
I needed to provide it evidence of my authority to vote the shares.
16.

On February 1, 2007, I immediately responded to AlA Insurance's letter

and request for authority through at letter attached as Exhibit I. I attached a copy of the
Amended Stock Pledge Agreement and reiterated my demand for a shareholder meeting.
17.

On February 2, 2007, I again reiterated my demand for a shareholder

meeting through a letter attached as Exhibit J. I further notified AlA Insurance that I
had ascertained many improper transactions and demanded action. AlA Insurance never
responded to my demands or letter.
18.

Based upon AlA Insurance's ongomg refusals to hold a shareholder

meeting pursuant to my rights to vote the shares of the pledged shares under the
Amended Stock Pledge Agreement, I elected to take action without a formal meeting as
the only person holding the right to vote shares. Again, I hold the right to vote all of the
outstanding shares in AlA Insurance. Attached as Exhibit K is the Consent in Lieu of
Special Meeting of the Shareholders of AlA Insurance, Inc. dated February 22, 2007, in
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which I voted all of the outstanding shares pledged to me for AlA Insurance to remove
John Taylor, JoLee Duclos, and Bryan Freeman from the Board. I then exercised my
right to vote the shares to elect myself as the sole member of the Board of Directors of
AlA Insurance.
19.

I elected myself as the sole Board Member and I will stand behind the

decision I make. Attached as Exhibit K is the Consent in Lieu of Special Shareholder
Meeting dated February 22, 2007. Because of the extensive corporate malfeasance, I
doubt that anyone would accept an appointment to the Board of Directors of AlA
Insurance. My suspicions came true when my attorney advised me that JoLee Duclos
and Bryan Freeman would be resigning from the Board of Directors.
20.

After executing the Consent of Special Shareholder Meeting, I executed

the Consent in Lieu of Meeting of the Board of Directors of AlA Insurance in which I
consented to the Resolutions identified in the Consent.

This Consent is attached as

Exhibit L.

21.

Attached as Exhibit M is a copy of the Bylaws of AlA Insurance, which

provides that shareholder meetings and board meeting may be waived if in writing signed
by the persons entitled to vote. The Bylaws also provide that the Board may take action
without a board meeting. I exercised this right to protect my interests. The attached
Exhibit D evidences that the shares have been transferred to me for purposes of voting
the pledges shares pursuant to my right under the Amended Stock Pledge Agreement.
22.

On February 25, 2007, I drafted a letter to Michael J. McNichols

demanding that he may not represent AlA Insurance, which is attached as Exhibit N. I
also demanded the return of any money paid to him or his firm from AlA Insurance as I
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am the President of AlA Insurance and also hold a perfected security interest in all
commISSIOns. I also hold a perfected security interest in all commission received by AlA
Services.
23.

Attached as Exhibit 0 is the Subordination Agreement dated December 1,

2006. My ex-wife Donna Taylor is owed over $500,000 by AlA Services. In addition,
AlA Services has failed to pay her as required.

However, Donna Taylor agreed to

subordinate all of her rights in favor of me.
24.

Attached as Exhibit P is the Lease for AlA Insurance's office building

located at 111 Main Street, Lewiston, Idaho, dated December 30, 1993. This Lease
demonstrates that AlA Insurance is the owner of the offices located at 111 Main Street,
Lewiston, Idaho, and that I have a right to take possession of the premises on behalf of
AlA Insurance.
25.

Attached as Exhibit Q is a shareholder list of Crop USA Insurance

Agency, Inc., which was provided to me by John Taylor.

In recent months, I have

discovered that over $1.5 Million in AlA Insurance funds were transferred to Crop USA
in one transaction alone. I have also learned that significant other assets and funds of
AlA Insurance have been utilized by Crop USA. This shareholder list is significant
because it demonstrates that AlA Insurance does not own any shares in Crop USA for all
of its funds and efforts. As demonstrated in Exhibits Wand X below, this transfer took
place at a time of insolvency.
26.

Attached as Exhibit R is a copy of portions of the lending document for a

"hard money" line-of-credit for Crop USA. For reasons only known to the Defendants,
this $15 Million line-of-credit is guaranteed by AlA Insurance. Yet AlA Insurance has
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received nothing for such guarantee. Exhibit R also was entered into in violation of the
Bylaws of AlA Insurance. In addition, I have received no benefits or payments from this
line-of-credit. It is important to note that Crop USA is already in default of this line-ofcredit because of AlA Services' failure to pay me.
27.

Attached as Exhibit S is a letter dated October 1, 2001, from John Taylor

to my ex-wife Donna Taylor. This letter is significant because it demonstrates a lie by
John Taylor. In the letter, John Taylor states that he has not taken a salary in 2001 in
order to persuade my ex-wife to make concessions. As seen in Exhibit T below, John
Taylor's representations in Exhibit S were false.
28.

Attached as Exhibit T are the first two pages of the 2001 tax return for

AlA Services and Subsidiaries. In this tax return, John Taylor was paid $224,139 in
2001-at the very time he falsely represented in Exhibit S that he had taken no salary.
29.

Attached as Exhibit U are pertinent pages from the financial statements

recently obtained from John Taylor. These documents discuss a transaction whereby
over $1.5 Million in funds were transferred to Crop USA, funds which should have been
paid to me. This was at a time in which AlA Insurance was insolvent.
30.

Attached as Exhibit V is a summary of amounts due to related parties

from Crop USA. This information was obtained from John Taylor and shows how John
Taylor, as Co-Trustee for the AlA Services 401(k) Plan, inappropriately borrowed
$500,000 from the Pension Plan.
31.

I will be inflicted with irreparable harm if I am not permitted to vote may

shares and enforce the board resolutions. As the founder of AlA Insurance, I developed
most of the business relationships now key to AlA Insurance's future. I sold my shares
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only on the express condition that I could vote them upon default. AlA Services and AlA
Insurance are in numerous defaults.
32.

Based upon the level of inappropriate activities and fraudulent transfers

known through the date of this Affidavit, I believe that document destruction is possible.
As shown in the Exhibits to the Affidavit of Roderick C. Bond, John Taylor has already
altered financial information since this suit was filed.
33.

Upon taking control of AlA Insurance, I will operate it in the best interests

of AlA Insurance. I have a net worth in excess of $5 Million dollars and will stand
behind my actions. Of course, under the Amended Stock Pledge Agreement, I also have
the right to kept the shares or sell the shares at a public or private sale. If the corruption
at AlA is permitted to continue without allowing me to intervene, the value of my
collateral will decrease and long-term relationships could be lost. I am also fearful that as
evidence of John Taylor's malfeasance emerges in the public sphere, substantial damage
will be inflicted upon to AlA Insurance's good will.

AIA Insurance's good will

attributable to its business dealings with the numerous nationwide Farm Associations will
suffer from John Taylor's acts. John Taylor also utilizes funds from AlA Insurance to
fund other entities he controls (such as KATW FM-Pacifica Empire Radio, Pacific
Empire Holdings). These transactions are evidenced throughout the financial statements.
34.

Attached as Exhibit W is the Financial Statements for AlA Services and

Subsidiaries for 2004-2005. This financial statement, like others, demonstrates that AlA
Services is and has been insolvent. As the largest creditor of AlA Services, I am the
person who stands to lose from the diminished value of AlA Insurance. Money damages
may not afford me any protections because of the lack of resources of all of the
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Defendants. As a result, irreparable hann will occur if I am not pennitted to take control
of AlA Insurance.
35.

Attached as Exhibit X are the Financial Statements for AlA Services and

Subsidiaries (AlA Insurance) for 2001-2002. Again, these Financial Statements show
that AlA Services was insolvent in 2001 and 2002.
DATED: This 26 th day of February, 2007.

~

Reed J. Taylor

SUBSCRIBED AND SWORN to before me this 26 th day of February, 2007.

:J~5~

Notary Public for Idaho A ""'Residing at: LeLD \ 2:) \JCN'-.My commission expires:
;;L-08

q -/
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Exhibit A
PROMISSORY NOTE

$ 6,000,000

--,-At'-'-'-1-T=,J~·--"-\_, 1995

FOR V ALUE RECEIVED, ALA Services Corporation, an Idaho corporation ("AlA"),
hereby promises to pay to the order of Reed J. Taylor (the "Payee") the principal sum of Six
Million Dollars ($6,000,000) together with accrued interest on the unpaid principal balance from
the date hereof at a per annum rate equal to eight and one quarter percent (8Y4%).
This Note is the Promissory Note referred to in, and is entitled to the benefits of, the
Stock Redemption Agreement (the "Redemption Agreement") dated as of
L1- ,
1995 between AlA and Payee. Terms used but not defmed herein have the meaJ1ihg given to
each such term in the Redemption Agreement. This Note is secured by the Stock Pledge
Agreement by and between AlA and Payee, and by the Security Agreement by and between AlA
and Payee, each of even date herewith (the "Stock Pledge Agreement" and the "Security
Agreement," respectively), to which reference is made for a description of the collateral subject
thereto.

J vl

Payments of interest only shall be made monthly in lawful money ofthe United States in
immediately available funds commencing one month from the date hereof at the address of Payee
to which notices are to be sent pursuant to the terms of the Redemption Agreement, or at such
other place as the holder hereof shall designate in writing. The entire balance of all principal and
any accrued but unpaid interest shall be due and payable on the tenth anniversary ofthe date of
this Note.
This Note may not be prepaid in whole or in part without the prior written consent of
Payee.

It is expressly provided that if (i) a default is made in the punctual payment of monthly
interest hereunder and continues for more than five (5) business days after the receipt of written
notice of such default, or (ii) a default occurs under the Stock Pledge Agreement or Security
Agreement, or the Consulting Agreement or Noncompetition Agreement between AlA and
Payee, and such default continues after the expiration of any applicable cure period, or an Event
of Default under the Redemption Agreement occurs and ALA fails to cure the same within thirty
days after the receipt of written notice of such default, then the entire remaining unpaid balance
of principal and all interest accrued thereon may, at the option of the holder hereof, be declared
to be immediately due and payable without notice (the "Acceleration") and the lien given to
secure its payment may be foreclosed.

14z..
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This Note is subordinate to the payment of the redemption obligations owed by Company
to Donna Taylor pursuant to that certain letter agreement dated January 11, 1995, signed by
Company, Payee, Donna Taylor and Cumer Green.
Except as otherwise expressly provided herein, the undersigned and all endorsers and all
persons liable or to become liable on this Note hereby (a) waive diligence, presentment, demand,
protest, and notice of any kind, (b) consent to any and all renewals and extensions in the time of
payment hereof, (c) waive any right to offset against amounts due to Payee hereunder any
amounts due to the undersigned pursuant to the Redemption Agreement or any agreement (or
exhibit thereto) listed therein, and (d) agree that at any time the terms of payment hereof may be
modified or security released, without affecting the liability of any party to this Note or of any
person liable or to become liable with respect to any indebtedness evidenced hereby.
In the event this Note is placed in the hands of an attorney for collection, or suit is
brought on the same, or the same is collected through bankruptcy or other judicial proceedings,
then the undersigned agrees and promises to pay reasonable attorney fees and collection costs
incurred in connection therewith, including all out-of-pocket expenses incurred by the holder
hereof, with or without suit, on appeal or in bankruptcy or other insolvency proceedings.
AlA acknowledges receipt of the following notice:
ORAL AGREEMENTS OR ORAL COMMITMENTS TO LOAN MONEY,
EXTEND CREDIT, OR TO FORBEAR FROM ENFORCING REP A YMENT OF A
DEBT ARE NOT ENFORCEABLE UNDER IDAHO LAW.
AlA SERVICES CORPORATION

135679B.M44
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STOCK 'REDEMPTION RESTRUCTURE AGREEMENT
This Stock Redemption Restructure Agreement ("Agreement") is made and entered into as
of the 1st day of July, 1996, by and among AlA SERVICES CORPORATION, an Idaho
corporation ("Company"), REED J. TAYLOR ("Creditor") and DONNA J. TAYLOR ("Series A
Preferred Shareholder").
RECITALS:
A.
Company is the parent holding company and owner of all of the capital stock of AlA
Insurance, Inc. ("AIAI"), Farmers Health Alliance Administrators, Inc. ("Farmers"), and The
Universe Life Insurance Company, an Idaho domestic insurance company ("Universe") (other than
certain shares held by directors of Universe as required by law). Great Fidelity Life Insurance
Company, a stock life insurance company domiciled in Indiana ("Great Fidelity"), is a whollyowned subsidiary of Universe. Company, AIAI, Farmers, Universe and Great Fidelity are
collectively referred to herein as the "Companies".

B.
Pursuant to that certain Stock Redemption Agreement between Company and
Creditor dated July 22, 1995, as amended by that certain Addendum to Stock Redemption
Agreement also dated July 22, 1995 (together, the "Stock Redemption Agreement"), all of Creditor's
shares of common stock of Company were redeemed.

C.

As part consideration of the redemption and Creditor's execution of a Noncompetition
Agreement dated July 22, 1995 ("Noncompetition Agreement"), Company: (i) executed a
promissory note dated July 22, 1995 payable to Creditor in the principal amount of $1,500,000 (the
"Down Payment Note"), which Down Payment Note became due and payable in full by its terms
on October 21, 1995; (ii) executed a promissory note dated August 1, 1995 payable to Creditor in
the principal amount of $6,000,000 (the "$6M Note"), which $6M Note was secured by (a) that
certain Stock Pledge Agreement dated July 22, 1995 ("Stock Pledge Agreement") granting Creditor
a security interest in all of the shares of capital stock held by Company in Universe, AlAI, Farmers
and, in the event of a distribution of such shares to Company, Great Fidelity (the "Pledged Shares II),
and (b) that certain Security Agreement dated July 22, 1995 ("Security Agreement"), granting
Creditor a security interest in all commissions from the sale of insurance or related services by or
on behalf of, or payable to, the Companies (the "Commission Collateral II); and (iii) agreed to pay
Creditor a salary equal to $20,000 per month until the Down Payment note is paid in full. Company
and Creditor also entered into a Consulting Agreement dated July 22, 1995 ("Consulting
Agreement"), pursuant to which Creditor is entitled to receive $12,250 per month for a period of
three (3) years following the payment in full of the Down Payment Note. The Stock Redemption
Agreement, the Down Payment Note, the $6M Note, the Security Agreement, the Stock Pledge
Agreement, the Consulting Agreement and the Noncompetition Agreement are collectively referred
to herein as the "Original Documents". The Original Documents other than the $6M Note are
collectively referenced herein as the "Superseded Documents".
D.
By letters dated April 18, 1996, April 25, 1996 and June 4, 1996 (collectively, the
'Notice of Default"), Creditor gave Company formal notice of numerous alleged defaults under the
Original Documents, including but not limited to; (i) the failure to pay the Down Payment Note
when due; (ii) the failure to make interest payments under the $6M Note; (iii) the failure to provide /'
adequate financial information and to comply with various financial covenants in violation of the '1
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Stock Redemption Agreement, (iv) the failure to pay Creditor's attorneys' fees as required by the
Stock Redemption Agreement, (v) the failure to comply with certain requirements of the Security
Agreement regarding the establishment and control of a Commission Collateral account, and (vi)
the failure to pay funds raised in the course of the Company's "Series CIt preferred stock offering to
Creditor as required by agreement among Company, Creditor and Series A Preferred Shareholder.
Company disputes each of these allegations of default.

E.
The parties now wish to restructure the stock redemption transaction by (i) adjusting
the principal amount of the Down Payment Note, extending its maturity date, providing for interest
to accrue on the principal balance of the Down Payment Note, requiring monthly payments of
principal and interest under the Down Payment Note, and providing security for the payment of the
Down Payment Note; (ii) terminating the Consulting Agreement, revising the Noncompetition
Agreement, and terminating the Company's obligation to pay Creditor a monthly salary; (iii)
amending the terms of the Security Agreement and the Stock Pledge Agreement; and (iv) revising
certain representations, warranties and covenants contained in the Stock Redemption Agreement;
and (v) simplifying and consolidating the various default provisions and remedies therefor. In
exchange for this restructuring of the Company's obligations to Creditor, Creditor is willing to agree
to waive, and to forebear from exercising any remedies he may have for, any existing defaults under
the Original Documents, including (withouHirnitation) those defaults alleged in the Notice of
Default.
F.
Series A Preferred Shareholder is the holder of all of the shares of Company's Series
A Stated Value Preferred Stock. Pursuant to (i) Company's Articles of Incorporation and (ii) that
certain letter agreement among the parties hereto and Cumer L. Green ("Green") dated January 11,
1995, as amended by (a) that certain letter from Green to Richard A. Riley ("Riley") dated March
22, 1995, (b) that certain letter agreement among the parties, Green and Richard W. 'Campanaro
dated July 18, 1995, (c) that certain letter from Green to Riley dated August 10, 1995, and (d) that
certain letter from Creditor to Series A Preferred Shareholder dated April 16, 1996 (collectively, the
"Series A Preferred Shareholder Letter Agreements"), the parties thereto agreed that Series A
Preferred Shareholder would have her stock in Company redeemed in accordance with a specified
payment plan, and that certain payments to Creditor under the Original Documents would be
subordinated to the Company's obligation to pay Series A Preferred Shareholder. Concurrent with
this Agreement, Creditor, Company and Series A Preferred Shareholder have entered into a new
agreement (" Series A Preferred Shareholder Agreement") which supersedes and replaces the Series
A Preferred Shareholder Letter Agreements.
G.
It is the intention of the parties that this Agreement will supersede and replace the
Stock Redemption Agreement with respect to any and all representations, warranties and covenants
which were made in the Original Documents and which survived the closing of the stock redemption
transaction, and that neither Creditor nor Company will have any right to claim default under any
of the Original Documents (as they may be amended by this Agreement) merely because any such
representation, warranty or covenant was or in the future becomes false or unperformed. The parties
wish to rely entirely upon those repres~ntations, warranties and covenants contained in the Amended
Stock Pledge Agreement (as defined below). All such representations, warranties and covenants
shall be deemed to have been made on the date of this Agreement.
AGREEMENTS

145
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In consideration of the mutual promises contained herein and other good and valuable
consideration, the receipt and sufficiency of which are hereby acknowledged, the parties agree:
1.

Restructure of Redemption Agreement.

1.1
Amended and Restated Down Payment Note. Concurrent with its execution of this
Agreement, Company shall execute an Amended and Restated Down Payment Note ("Amended
Down Payment Note") in the form attached hereto as Exhibit A; and the original note shall be
marked "Amended, Restated, Superseded and Replaced". The Amended Down Payment Note shall
adjust the principal amount of the Down Payment Note to $1,500,000. The principal amount of the
Amended Down Payment Note is hereby acknowledged by the Company to reflect all payments
made by Company with respect to, and all offsets which Company may claim against, such note as
of the date of this Agreement, and any other liabilities Creditor may have to Company (other than
liabilities arising from claims by third parties and liabilities arising under this Agreement or any of
the other Restructured Obligations). In addition, the principal amount of the Amended Down
Payment Note is hereby acknowledged by Creditor to include all amounts (or the present value
thereof) now due or to become due from Company to Creditor under the Original Documents and
all other claims of Creditor against Company whatsoever as of the date of this Agreement, other than
the obligations arising under this Agreement or the other Restructured Obligations. The Amended
Down Payment Note shall bear interest at the rate of 9.5% per annum (14% while in default), and
shall entitle Creditor to monthly payments of principal and interest in the amount of $33,750 per
month, payable on the first day of each month commencing August 1, 1996 and continuing until
such Note is paid in full. The entire balance of principal and accrued but unpaid interest on the
Amended Down Payment Note shall be due and payable on October 31, 1996. The monthly
payment of principal and interest on the Amended Down Payment Note shall be secured by the
Commission Collateral as provided in the Amended and Restated Security Agreement- (as defined
below); and all obligations of Company under the Amended Down Payment Note shall be secured
by the Pledged Shares as provided in the Amended Stock Pledge Agreement (as defined below).
1.2
Amended and Restated Security Agreement. Concurrent with the execution of this
Agreement, Company and Creditor shall execute an Amended and Restated Security Agreement
("Amended Security Agreement") in the form attached hereto as Exhibit B; and Company shall
execute such financing statements and other similar documents necessary to perfect Creditor's
securitY'interest granted pursuant to the Amended Security Agreement. The Amended Security
Agreement shall provide that the Commission Collateral is security only for the payment of monthly
installments of principal and interest under the Amended Down Payment Note and for monthly
installments of interest under the $6M Note. Creditor, Company and the depository institution at
which the Collateral Account (as defined in the Amended Security Agreement) is established shall,
on or before the date ofthis Agreement, enter into an Escrow Agreement in the form attached thereto
as Exhibit C ("Escrow Agreement").
1.3
Amended and Restated Stock Pledge Agreement. Concurrent with the execution of
this Agreement, the parties shall enter into an Amended and Restated StOCK Pledge Agreement
("Amended Stock Pledge Agreement") in the form attached hereto as Exhibit D.
1.4
Termination of Employment, Termination of Consulting Agreement and Amendment
of Noncompetition Agreement. Effective as of the date of this Agreement, the parties hereby
term~r1J\evfio~~fl\WA¥t~R In addition, Creditor's employment by Company and
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Company's obligation to pay Creditor a salary is terminated effective as of the last day of the month
preceding the month in which this Agreement is executed. Concurrent with the execution of this
Agreement, Creditor and Company shall enter into an Amended and Restated Noncompetition
Agreement ("Amended Noncompetition Agreement") in the form attached hereto as Exhibit E.
1.5
Amendment to Certain Representations. Warranties and Covenants of Company. The
representations, warranties and covenants made by Company in the Stock Redemption Agreement
or any other Original Document are hereby superseded and replaced by the representations,
warranties and covenants set forth in the Amended Stock Pledge Agreement; and neither Company
nor Creditor shall have any claim for any past, existing or future breach of any representation,
warranty or covenant made in any of the Superseded Documents or any claim for any breach of the
$6M Note if such breach occurred prior to the date of this Agreement.
1.6
Payment of Attorneys' Fees. Concurrent with the execution of this Agreement,
Company shall have entered into a written agreement with Creditor (" Attorney Fee Reimbursement
Agreement") to make periodic installment payments to Creditor's attorneys, Cairncross &
Hempelmann, in addition to any other payments described herein, in accordance with the schedule
attached hereto as Schedule 1.6, to reimburse Creditor for his attorneys' fees incurred prior to the
date of this Agreement in connection with the consummation of and enforcement of the Company's
obligations pursuant to the stock redemption transaction and the drafting of the Restructured
Obligations.
1.7
Office Lease. Concurrent with the execution of this Agreement, Company shall enter
into a lease in the form of Exhibit F attached hereto with Reed J. Taylor and Advantage Insurance
Agency, Inc. ("Advantage") for the office space currently occupied by Advantage, on the ground
floor ofthe building known as One Lewis Clark Plaza, on terms acceptable to the parties. The lease
shall provide for the payment of monthly rent in the amount of $1500 and shall be for a term
commencing on the date of this Agreement and continuing until the date which is six (6) months
from the date on which the Amended Down Payment Note is paid in full.
1.8
Agreement with Series A Preferred Shareholder. Concurrent with the execution of
this Agreement, Company and Creditor shall have entered into the Series A Preferred Shareholder
Agreement in the form attached hereto as Exhibit G. Such Agreement shall supersede and replace
all of the Series A Preferred Shareholder Letter Agreements.
1.9
Definition of Restructured Obligations. "Restructured Obligations" shall mean this
Agreement, the Amended Down Payment Note, the $6M Note, the Amended Security Agreement,
the Escrow Agreement, the Amended Stock Pledge Agreement, and the Amended Noncompetition
Agreement.
2.
Additional Conditions to Restructure. On or before the date of execution of this
Agreement, and as a condition to Creditor's waiver of default and agreement to forbear from
exercising remedies under the Original Documents, the following shall have occurred:
2.1
Delivery of Universe Certificates. First Interstate Bank shall have delivered to
Creditor any and all original stock certificates representing capital stock of Universe constituting
Pledged Shares.
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2.2
Establishment of Collateral Account. Company's subsidiary, AlA Insurance, Inc.
(" AlAI"), shall have established the Collateral Account; and Company, AIAI, Creditor and the
depository institution at which the Collateral Account is established shall have entered into the
Escrow Agreement. In addition, AIAI shall have provided written instructions to Mark Twain
Kansas Bank ("Bank") which provide that Bank shall, in accordance with currently effective
instructions and procedures, transfer to the Collateral Account all Commission Collateral deposited
into Account No. 8613004124 at such Bank. Further, Company, AIAI, Creditor and Bank shall have
entered into an agreement which provides that (i) Bank shall immediately notifY Creditor of its
receipt of any (a) instruction by AIAI or Company to take any action which would interrupt or
redirect the flow of Commission Collateral into Account No. 86513004124 from any other account
at Bank or the transfer of Commission Collateral from such Account to the Collateral Account, or
(b) request by AIAI or Company to amend that certain lockbox agreement (the "Centennial Lockbox
Agreement") dated June 1, 1995 among AIAI, Universe, The Centennial Life Insurance Company
("Centennial") and Bank:, or any notice or instruction delivered to Bank pursuant thereto, or (c)
request by AIAI or Company to move existing bank accounts or establish new bank accounts under
the Centennial Lock Box Agreement; and (ii) Bank shall not implement any such instruction or
request until the lapse of thirty (30) days from delivery of such notice by Bank to Creditor or Bank's
earlier receipt of Creditor's Written consent to such instruction or request.
2.3
Payment of Felts Field Bill. Company shall have paid Felts Field Aviation, Inc. the
sum of $15,968.83, which sum constitutes one-half (Y2) of the total amount claimed by Felts Field
as of July 1, 1996 for repairs to the airplane sold to Creditor pursuant to the stock redemption
transaction Creditor shall be responsible for the payment of the balance of the Felts Field bills; and
Creditor hereby agrees to indemnify Company from and against any and all claims made by Felts
Field relating to the Felts Field bills. In the event Company is sued by Felts Field with respect to any
Felts Field bill, Company may offset any payments it makes to Felts Field and any litigation
expenses incurred by Company in defending such claim against the principal balance of the
Amended Down Payment Note or (if the Amended Down Payment Note has been paid off prior to
such offset) the $6M Note.
2.4
Vesting of Protected Agents. Each insurance agent listed on Schedule 2.4 was
formerly an agent of one of the Companies, is now an agent of Advantage Insurance Agency Inc.,
and is now and will remain a "Protected Agent" unless and until such agent loses his Protected
Agent status as provided herein. On or before payment in full of the Amended Down Payment Note,
Company shall pay Creditor the difference between such agent's vested percentage of earned
commissions on insurance policies sold by such agent prior to the date of this Agreement and one
hundred percent (100%) of such earned commissions attributable to the period between Company's
termination of such agent and the date of this Agreement. In addition, for so long as such agent
retains Protected Agent status after the date of this Agreement, Company shall pay Creditor the
difference between such agent's vested percentage of earned commissions on insurance policies sold
by such agent prior to the date of this Agreement and one hundred percent (100%) of such earned
commissions. Such agent shall lose his Protected Agent status, and Company's payments to Creditor
hereunder shall cease:
(a)
immediately if such agent breaches his agency agreement with Company,
including (without limitation) breach of his agency agreement by "rolling" any policy on which one
of the Companies is receiving premium or a commission; provided, however, that loss of Protected
AFFIDAVIT OF REED TAYLOR
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Agent status of any such agent shaH not affect any obligation of Company to pay override
commissions to any other agent relating to any rolled policy; or
(b)
immediately if such agent becomes an agent of AlA Insurance, Inc. on or
before October 31, 1996; or
(c)
the date of termination of his agency relationship with Advantage if such
agent's relationship with Advantage is terminated for any reason. Creditor covenants and agrees to
notifY Company promptly upon termination of any Protected Agent by Advantage.
Lump Sum Payment. Upon execution of this Agreement, Company shall pay
2.5
Creditor the sum of Twenty Thousand Dollars ($20,000), and shall deliver a bill of sale in the form
attached hereto as Schedule 2.5 for furniture, fixtures and equipment now located on the premises
currently leased to Advantage. The parties intend that this bill of sale shall replace in its entirety the'
bill of sale delivered to Creditor at the original closing of the redemption transaction.

3.

Mutual Release. Each of Companies and Creditor hereby releases the other from any and
all claims (whether known or unknown, anticipated or unanticipated, contingent or liquidated) such
party may have-arising out of previous agreements (including, without limitatio11,the Original
Documents) or other business arrangement between Company and Creditor or arising out of
Creditors ownership of or employment by Company prior to the date of this Agreement, other than
those obligations set forth in the Restructured Obligations. Specifically excluded from this mutual
release, however, are unknown claims that might arise out of claims by third parties; provided that
this exclusion shall not apply to claims against Company by Donna Taylor except to the extent such
claims are based on acts or omissions by Creditor. In particular, Company and Creditor hereby
release each other from any obligations arising out of the payment of expenses associated with the
CAP Program (as defined in the Stock Redemption Agreement), and Company hereby releases
Advantage from any such obligations, except to the extent that such obligations are reflected in the
adjustments made to the principal balance of the Amended Down Payment Note. Except as such
amounts are reflected in the adjustments made to the principal balance of the Amended Down
Payment Note, Creditor releases Company from any liability for the payrrient of overdue or default
interest for any period prior to the effective date of this Agreement. Company and Creditor agree
that all currently existing monetary obligations between Company and Creditor are reflected in the
Amended Down Payment Note and the $6M Note, and Company has no right to future offsets
against either note for any monetary obligations arising prior to the date of this Agreement.
4.

General Provisions.

4.1
Capacity in Which Series A Preferred Shareholder is Signing; Consent to
Transaction. Series A Preferred Shareholder is a party to this Agreement for the purpose of
expressing her consent to and approval of the terms of this Agreement and the accuracy of the
representations made by her in this Section 4.1, and not as a direct beneficiary of the terms hereof,
and she shall have no right arising solely out of this Agreement to enforce, or to see~ any remedy
for the breach of, any of the terms of this AgreemenL Rather, her rights shall be governed by the
Company's Articles of Incorporation and the terms of the Series A Preferred Shareholder
Agreement. Series A Preferred Shareholder represents and warrants to Company and to Creditor
that she has been advised to consult, and has had the opportunity to consult, with independent legal
coul}X~FID~1~6~~fPfA.~f5tkthe Series A Preferred Shareholder Agreement, that she has
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read and fully understands the tenus of this Agreement and the Series A Preferred Shareholder
Agreement, and that she consents to and approves the tenus hereof and thereof, including but not
limited to Company's agreement to pay Creditor in accordance with the terms of the Amended Down
Payment Note and the $6M Note (subject, however, to the subordination provisions of the Series
A Preferred Shareholder Agreement).
4.2
or effect.

Status of Superseded Documents. The Superseded Documents are of no further force

4.3
Waiver: Forbearance. Creditor hereby waives any and all defaults alleged in the
Notice of Default or which could have been alleged under the Original Documents prior to the
effective date of this Agreement, and further agrees to forbear from exercising any remedy he may
have had for any such default under the Original Documents.
4.4
Amendments and Waivers. The provisions of this Agreement may be amended only
by the written agreement of Company, Series A Preferred Shareholder and Creditor. Except as
otherwise provided herein, any waiver, permit, consent or approval of any kind or character on the
part of either Company, Series A Preferred Shareholder or Creditor of any provision or condition
of this Agreement must be made in writing and shall be effective only to the-extent specifically set
forth in such writing. No action taken pursuant to this Agreement, including any investigation by
or on behalf of either Company, Series A Preferred Shareholder or Creditor, shall be deemed to
constitute a waiver by the party taking such action of compliance with any representation, warranty,
covenant or agreement contained herein. The waiver by either Company, Series A Preferred
Shareholder or Creditor of a breach of any provision of this Agreement shall not operate or be
construed as a waiver of any subsequent breach.
4.5
Governing Law. The validity, meaning and effect of this Agreement shall be
determined in accordance with the laws of the State of Idaho.
4.6
Entire Agreement. This Agreement, including the exhibits hereto, and the ancillary
documents expressly referred to herein, constitute the entire agreement of the parties concerning the
matters referred to_herein and supersede all prior agreements and understandings, oral or written,
all of which are hereby superseded and canceled.

4.7
Execution in Counterparts. This Agreement may be executed in any number of
counterparts, each of which when so executed and delivered shall be deemed an original, and such
counterparts together shall constitute one instrument.
EFFECTIVE as of the date first set forth above.
COMPANY:

AlA SERVICES CORPORA

CREDITOR:

REED J. TAYLOR
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SERIES A PREFERRED
SHAREHOLDER:

DONNA TAYLOR
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SCHEDULE 1.6
CAIRNCROSS & HEMPELMANN ATTORNEY FEE
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LETTER AGREEMENT

July 1, 1996

Reed J. Taylor
One Lewis Clark Plaza
Lewiston ID 83501
Re:

Reimbursement of Attorneys' Fees

Pursuant to Section 1.6 of the Stock Redemption Restructure Agreement dated as of July 1,
1996 (" Agreement ") among AlA Services .corporation ("Company:"_), Reed LTayJor ('.'Creditor")
and Donna J. Taylor, Company agrees to pay directly to Cairncross & Hempelmann, on behalf of
Creditor, attorney fees incurred by Creditor prior to the date hereof in connection with the
consummation of and enforcement of Company's obligations pursuant to the stock redemption
transaction and the drafting ofthe Restructured Obligations (as defined in the Agreement); provided
that such fees shall not exceed $55,000 and shall be payable in accordance with Schedule l.6
attached to the Agreement.
COMPANY:

CREDITOR:

Ib3
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SCHEDULE 2.4

PROTECTED AGENTS

Jell)' legg

Alvis Johnson
Buddy Caddell
Randy Alexander

Lall)' Whttehead
Gary Modrell
Ronnie Williams

Charleen lenz
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AMENDED AND RESTATED STOCK PLEDGE AGREEMENT

This Amended and Restated Stock Pledge Agreement is entered into as of July 1, 1996, by
and between AIA Services Corporation, an Idaho corporation ("Pledgor"), and Reed J. Taylor
("Secured Party").
RECITALS
A.
Pledgor and Secured Party are parties to that certain Stock Redemption Agreement,
dated as of July 22, 1995 (the "Redemption Agreement"), pursuant to which, Pledgor redeemed
613,494 shares of its Common Stock held by Secured Party in exchange for, in part, a promissory
note in the principal amount of $1,500,000 (the "Down Payment Note") and a promissory note in
the principal amount of$6,000,000 (the "$6M Note"). Pledgor and Secured Party also entered into
a Stock Pledge Agreement (the "Stock Pledge Agreement") and a Security Agreement (the "Security
Agreement"), each dated July 22, 1995, granting a security interest in certain collateral to secure
payment of the $6MNote. Pledgor and Secured Party also entered into a Consulting Agreement (the
"Consulting Agreement") and a Noncompetition Agreement (the "Noncompetition Agreement"),
both dated July 22, 1995.
B.
The Universe Life Insurance Company, an Idaho domestic insurance company
("Universe"), Farmers Health Alliance Administrators, Inc., an Idaho corporation ("Farmers"), and
AIA Insurance, Inc., an Idaho corporation ("AIAI"), are wholly owned subsidiaries of Pledgor.
Great Fidelity Life Insurance Company, an Indiana domestic insurer ("GFL"), is a wholly-owned
subsidiary of Universe. Universe is in rehabilitation under the laws of the State ofIdaho; and GFL
is under supervision under the laws of the State ofIndiana. Pledgor, AlAI, Farmers, Universe and
GFL are collectively referenced herein as the "Companies".
C.
Pursuant to the Stock Pledge Agreement, Pledgor pledged all of the shares of capital
stock of each of Universe, Farmers and AIAI (collectively, the "Pledged Shares") as security for the
$6M Note and other obligations of Pledgor to Secured Party arising under the Redemption
Agreement.

D.
Concurrent with the execution of this Agreement, Pledgor and Secured Party have
entered into that certain Stock Redemption Restructure Agreement (the "Restructure Agreement")
pursuant to which the obligations and agreements referred to above have been restructured (the
"Restructure") .
E.
As a part of the Restructure, Pledgor and Secured Party have agreed to amend and
restate the Security Agreement (as amended, the "Amended Security Agreement If) and to amend and
restate the Stock Pledge Agreement to provide, among other things, security for the Down Payment
Note (as amended pursuant to the Restructure, the "Amended Down Payment Note"), to modifY
provisions relating to the substitution of bonds for the Pledged Shares, to allow partial or complete
prepayment of the $6M Note and to provide for partial release of Pledged Shares upon partial
prepayment of the $6M Note.

1~5

F.
As part of the Restructure, Pledgor and Secured Party have agreed to simplifY and
conlm13J...\9frlt)fwtWf~~tMd remedy provisions.
1if';rn2

r
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G.
Agreement.

This Agreement amends, restates, supersedes and replaces the Stock Pledge

H.
Capitalized terms used herein but not herein defined have the meanings ascribed to
them in the Restructure Agreement or the Amended Security Agreement.
AGREEMENTS
NOW, THEREFORE, for and in consideration of the foregoing premises, and for other good
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the
parties agree as follows:
1.

Secured Obligations

This Agreement is made to secure the punctual payment and performance by Pledgor of any
and all obligations, liabilities and amounts now or hereafter owing, due or not due, direct or indirect,
liquidated or contingent, to Secured Party pursuant to the Amended Down Payment Note and the
$6M Note and the prompt observance and performance by Pledgor of its covenants, agreements and
obligations hereunder (collectively, the "Secured Obligations").
2.

Pledge

As collateral security for the payment and performance in full of the Secured Obligations,
Pledgor hereby pledges, assigns, transfers, delivers and grants to Secured Party a security interest
in all right, title and interest of Pledgor that presently exists or that hereafter may arise in, to and
under (i) the Pledged Shares and all rights and privileges of Pledgor with respect thereto; (ii) all cash
dividends, noncash dividends, stock dividends, interest, cash, instruments and other property from
time to time received, receivable or otherwise distributed in respect of or in exchange for any or all
of the Pledged Shares; (iii) all subscriptions, warrants, options and any other rights issued upon or
in connection with the Pledged Shares; (iv) any additional shares of capital stock of the issuers of
the Pledged Shares hereafter issued; (v) any and all certificates or other instrument or documents
representing any of the foregoing; and (vi) all cash and noncash proceeds of the foregoing (all such
property, collectively, the "Pledged Collateral").
3.

Representations and Warranties
Pledgor represents and warrants to, and agrees with, Secured Party as follows:

3.1
Organization and Good Standing. Each of Pledgor, AIAI and Farmers is a
corporation duly organized, validly existing and in good standing under the laws of the State of
Idaho and has all requisite power and authority to own, lease or operate its properties and to carry
on its business as it is now being conducted. Universe is a domestic insurance company duly
organized and validly existing under the laws of the State of Idaho, subject to the rights and powers
ofthe rehabilitator appointed by court order dated March 5, 1996 ("Rehabilitator"). Great Fidelity
is a stock life insurance company duly organized and validly existing under the laws of the State of
Indiana subject to the rights and powers of the supervisor appointed under Indiana law. Pledgor,
AIAI and Farmers are duly qualified to do business and are in good standing as foreign corporations
in a1Ajlpj.m\~Flm9Ei!J.erfA.iRV~ be so qualified would materially adversely affect them. As
PIlOP
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of the date of this Agreement, Pledgor owns all of the outstanding capital stock of Universe (except
for Directors' qualifYing shares), AlAl and Farmers; and, subject to the rights and powers of the
Rehabilitator, Universe owns all of the outstanding capital stock of Great Fidelity.
3.2
Power and Authority. Pledgor and each of the other Companies has all requisite
power and authority to execute, deliver and perform the Restructured Obligations and to
consummate the transactions contemplated thereby. In particular, but without limiting the foregoing,
Pledgor and AlA have full requisite power and authority and full legal right to grant a security
interest in the Commission Collateral in the manner and for the purpose contemplated by the
Amended Security Agreement. Pledgor's Board of Directors has duly authorized the Restructured
Obligations and the execution and delivery thereof by the Companies and the performance by
Companies of their respective obligations thereunder, including (without limitation) the pledge and
grant to Secured Party of a security interest in the Pledged Collateral and the Commission Collateral
in the manner and for the purpose contemplated by this Agreement and the Security Agreement.
Pledgor has either obtained the consent of its shareholders to the execution and delivery of the
Restructured Obligations and the consummation of the transactions contemplated hereby, or it has
determined that no such consent is required.
3.3
Binding Contract. The Restructured Obligations have been duly executed and
delivered by Companies and are legal, valid and binding obligations of Companies enforceable
against them in accordance with their terms, except as enforceability may be limited by bankruptcy,
insolvency, reorganization or other similar laws affecting the enforcement of creditors' rights
generally or the availability of equitable remedies subject to the discretion of the court.
3.4
Consents; Noncontravention. Except for any such violation or default which is
waived by the Series A Preferred Shareholder pursuant to the Series A Preferred Shareholder
Agreement, the execution and delivery of the Restructured Obligations and the performance of the
transactions contemplated thereby (including, without limitation, the pledge and grant to Secured
Party of a security interest in the Pledged Shares pursuant to this Agreement and the grant of a
security interest in the Commission Collateral pursuant to the Amended Security Agreement) will
not (i) result in a violation of any of the terms or provisions of the articles of incorporation or bylaws
of Companies or any amendments thereto, or (ii) constitute a violation or default under any
indebtedness, indenture, mortgage, deed of trust, note, bond license, lease agreement or other
material agreement or instrument to which Companies are a party or by which they or any of their
assets may otherwise be bound, or under any law (excluding, however, any law or regulation
pertaining to the Rehabilitator or the rehabilitation of Universe under the Idaho Insurance Code),
rule, license, regulation, judgment, order, ruling or decree governing or affecting the operation of
Companies in any material respect; nor will the same constitute an event permitting termination of
any material agreement or the acceleration of any indebtedness or other liability of Companies, with
or without notice or lapse or time, or result in the creation or imposition of any lien upon any
collateral granted to Creditor pursuant to the Restructured Obligations. No consent, authorization,
approval or exemption by, or filing with, any person, entity or authority is required in connection
with the execution, delivery and performance by Companies of the Restructured Obligations or the
taking of any action contemplated thereby.
3.5
Title to Pledged Shares; Encumbrances. The Pledged Shares include all of the issued
and outstanding capital stock of each of Universe, Farmers, and AlAl. Pledgor owns beneficially
and of record all of the Pledged Shares, free and clear of all pledges, liens, encumbrances, security
inteJ\epf1frfAl~ifBFlmIPP}\¥1E6'R limitations on Company's ability to vote such shares or to
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transfer such shares to Secured Party, except for any interest in the Universe stock on the part of the
Rehabilitator and the liens in favor of Secured Party created in connection with the transactions
contemplated by this Agreement. Subject to the rights and powers of the Rehabilitator in connection
with the Universe shares, Pledgor has full right, title and interest in and to the Pledged Shares, and
full authority to pledge the Pledged Shares to Secured Party as security for performance of the
Secured Obligations. All of the Pledged Shares have been duly authorized and validly issued, and
are fully paid and nonassessable. Secured Party acknowledges he has physical possession of the
certificates evidencing all of the Pledged Shares. Upon execution of this Agreement, Secured Party
will have a first priority, perfected security interest in the Pledged Shares. There are no options,
warrants, calls, subscriptions, rights, agreements, commitments or understandings of any nature that
call for the issuance, sale, pledge or other disposition of any Pledged Shares or which entitle any
person to acquire such shares, other than those rights arising under this Agreement.
3.6
Title to Commission Collateral. Companies are the sole owners of the Commission
Collateral, free of any liens, security interests, claims or other encumbrances of any kind, except for
(i) standard rights of insurers to recover commissions paid on subsequently lapsed or cancelled
policies or certificates of insurance, (ii) the liens and security interests granted to Secured Party in
the Amended Security Agreement and (iii) a previously granted security interest granted to
Centennial Life Insurance Company ("Centennial").
3.7

Protection of Security Interest.

(a)
Companies shall, at their own expense, keep the Commission Collateral free
of all liens and encumbrances except the security interests of Secured Party and Centennial.
Companies shall not make or agree to make any discount, credit, rebate, set-off or other reduction
in the original amount owing with respect to Commission Collateral other than in accordance with
its present policies and in the ordinary course of business. Companies shall collect and enforce all
commission receivables. Companies will keep adequate records and books of account, in which
complete entries will be made in accordance with industry practice, applied, reflecting all
Commission Collateral and related transactions.
(b)
To Pledgor's knowledge, the Pledged Collateral is not subject to any option,
agreement, assessment, charge or other contractual restriction of any nature that might prohibit,
impair, delay or otherwise affect the pledge of the Pledged Collateral hereunder or the sale or
disposition of the Pledged Collateral pursuant hereto by Secured Party. Secured Party acknowledges
that applicable insurance regulations may require regulatory approval prior to strict foreclosure upon
or sale of insurance company stock. Pledgor will not suffer or permit any lien or encumbrance of
any nature, other than those granted to Secured Party, to attach to the Pledged Collateral. Pledgor
will fully and punctually perform any duty required of it in connection with the Pledged Collateral
and will not take any action that will impair, damage or destroy Secured Party's rights with respect
to the Pledged Collateral. Pledgor will remain the sole shareholder of all of the outstanding capital
stock of Universe (other than Directors' qualifying shares), Farmers and AlAl. Pledgor will not
permit Universe, Farmers or AlAl to issue any additional capital stock; and any attempt to issue
additional shares of such capital stock shall be invalid.
3.8
Financial Condition. The consolidated financial statements of Pledgor and its
subsidiaries for the years ended December 31, 1995, 1994 and 1993 and for the quarter ended March
31, WftPI~~ l:lJF~ID~I!~R.8, including any adjustments thereto reflected on Schedule
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3.8, present fairly the financial condition and results of operations and changes in financial position
of Pledgor as of such respective dates and for the respective periods then ended in conformity with
generally accepted accounting principles ("GAAP") applied on a consistent basis, and Pledgor has
no actual knowledge of any change in the financial condition of Companies since March 31, 1996
which a reasonable person would consider likely to have a material adverse effect on the value of
Pledged Collateral or the Commission Collateral, or on Secured Party's ability to enforce its
remedies hereunder, except for matters already disclosed by Pledgor to Secured Party.

3.9
Compliance with Laws. Pledgor, AIAI and Farmers are in compliance in all material
respect with all federal, state and local laws, statutes, rules, regulations and orders of all
governmental authorities material to its business.
3. 10 Defaults. Except for any such violation or default which is being waived by the
Series A Preferred Shareholder in the Series A Preferred Shareholder Agreement, none of Pledgor,
AlAI or Farmers is in material violation of any of the terms or provisions of its articles of
incorporation or bylaws or any amendments thereto, or in violation or default under any
indebtedness, indenture, mortgage, deed of trust, note, bond license, lease agreement or other
material agreement or instrument to which any of such Companies is a party or by which it or any
of its assets may otherwise be bound, or of any law, rule, license, regulation, judgment, order, ruling
or decree governing or affecting the operation of such Companies in any material respect.
3.11 Litigation. There are no claims, actions, suits, proceedings or investigations pending
or, to the best of Pledgor's knowledge, threatened against or relating to Companies, at law or in
equity before or by any governmental authority, the adverse resolution of which a reasonable person
would consider to be likely to have a material adverse effect on the value of the Pledged Collateral
or the Commissions Collateral, or on Secured Party's ability to enforce its remedies hereunder,
except for matters already disclosed by Pledgor to Secured Party.
4.
Covenants. Pledgor hereby covenants to Secured Party that, until the earlier of (i) the
pledge of bonds having a fair market value equal to the principal amount of the $6M Note in
substitution for the Pledged Collateral and the Commission Collateral in accordance with Section
lO(a) of the this Agreement, or (ii) the payment in full of the Amended Down Payment Note and the
$6M Note, it will perform and observe the following covenants:
4.1
Pledgor will provide Secured Party with quarterly financial statements for the first
three fiscal quarters for each of the Companies, prepared in accordance with GAAP.
4.2
Pledgor will provide Secured Party with consolidating financial statements, if
available, or if such statements are not available, consolidated financial statements, for the first three
quarters for Pledgor and all of its direct and indirect Subsidiaries, prepared in accordance with
GAAP; provided that, if such statements have not been completed and made available to Pledgor's
management within 60 days of the end of fiscal quarter, Pledgor shall provide Secured Party with
quarterly financial statements on an estimated combined basis by such date; and Pledgor shall not
be deemed to have failed to satisfy this covenant if Pledgor delivers final consolidated financial
statements to Secured Party as soon as they are available to Pledgor's management.
4.3

Pledgor will provide Secured Party with annual audited consolidating financial
sta~rn&,\J!Iav{j)nalRt:lIDit.$uYlIL®:Rtements are not available, consolidated financial statements,
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including the fourth quarter of Pledgor's fiscal year, prepared in accordance with GAAP; provided
that, if such statements have not been completed and made available to Pledgor's management within
180 days of the end of the fiscal year, Pledgor shall provide Secured Party with annual financial
statements on an estimated combined basis by such date; and Pledgor shall not be deemed to have
failed to satisfy this covenant if Pledgor delivers final annual audited consolidated financial
statements to Secured Party as soon as such statements become available to Pledgor's management.
4.4
Pledgor will provide Secured Party with monthly income statements for Pledgor on
an estimated combined basis as soon as they are available to Pledgor's management.
Pledgor will provide Secured Party with a weekly summary of new insurance
4.5
business submitted, showing weekly, month-to-date and year-to-date summaries.
4.6
Pledgor will provide Secured Party with monthly statements of commissions earned
by any of the Companies as soon as they are available to Pledgor's management, and copies of
AIAI's monthly bank statement for the Collateral Account and for Mark Twin Kansas Bank Account
No. 8613004124 or any substitute account immediately upon Company's receipt of such statements.
4.7
As of the last day of each fiscal quarter, Pledgor shall maintain retained earnings,
calculated in accordance with GAAP, equal to or greater than retained earnings for Pledgor as of
December 31, 1995 as shown on Pledgor's audited annual consolidated financial statement for the
year ended December 31, 1995 attached hereto as Schedule 3.8.
4.8
Pledgor will not loan funds to any affiliate other than its wholly-owned Subsidiaries
or as authorized by its existing Articles ofIncorporation, or except to pay loan reimbursement to
John Taylor for income tax liabilities attributable to the 1988 reorganization of the Pledgor incident
to Secured Party's divorce;
4.9
Pledgor will not mortgage, pledge, subject to lien or other encumbrance, sell, assign
or transfer any coilateral granted to Creditor pursuant to the Restructured Obligations.
4.10 Pledgor will use its best efforts to ensure that Creditor or his designee remains a
member of Pledgor's Board of Directors until full payment of the Amended Down Payment Note
and the earlier of (i) the pledge of bonds meeting the requirements of Section 1O(a) hereof, or (ii)
the pledge of bonds meeting the requirements of Section 1O(b) hereof, or (iii) the substitution for
the Pledged Shares and the Commission Collateral of other collateral or security acceptable to
Creditor or (iv) the payment in full of the $6M Note.
4.11 Pledgor will ensure that no additional shares of capital stock are issued by Universe,
Farmers, AIAI or GFL;
4.12 Pledgor will use its best efforts to obtain and pledge to Secured Party, as soon as
possible, but in no event later than the consummation of a public offering by the Pledgor, bonds
meeting the requirements set forth in Section 10 of the Amended Stock Pledge Agreement.
Pledgor shall have no obligation to prepare and provide to Secured Party any reports of
financial or other business information, other than information expressly required by this Section
4. NViItllltes"¥J4t<ttftlWIIDr~nU.. $forth in Sections 4.4 and 4.5, if, as a result of future changes
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in Pledgor's structure or operations, any required information is no longer regularly prepared or
available to Pledgor's management, Pledgor and Secured Party shall negotiate in good faith to
substitute other reports of such equivalent information as may then be available.
Secured Party agrees that neither he nor any of his agents shall communicate with any of
Pledgor's personnel concerning the Pledgor's financial condition or results of operations, except
through Pledgor's president, chief financial officer or legal officer.

5.

Possession of Pledged Collateral; Assignments

(a)
On or before the effective date ofthis Agreement, Secured Party has obtained
physical possession of all instruments and stock certificates pertaining to the Pledged Shares.
Pledgor agrees to deliver to Secured Party promptly upon receipt all instruments and stock
certificates pertaining to the Pledged Collateral acquired in the future. Without limiting the
foregoing, if Pledgor shall purchase or otherwise become entitled to receive or shall receive, in
connection with any of the Pledged Collateral, any: (i) stock certificate, including without limitation
any certificate representing a stock dividend or in connection with any increase or reduction of
capital, reclassification, merger, consolidation, sale of assets, combination of shares, stock split,
spin-off, split-off, split-up or liquidation; (ii) option, warrant, or right, whether as an addition to or
in substitution or in exchange for any of its securities, or otherwise; or (iii) dividend or distribution
payable in cash or property, including securities issued by other than Universe, Farmers or AIAI;
then Pledgor shall accept it in trust for Secured Party and shall immediately deliver it to Secured
Party in the exact form received, with Pledgor's endorsement when necessary, or appropriate stock
powers duly executed in blank to be held by Secured Party as part of the Pledged Collateral.
(b) Pledgor has previously delivered to Secured Party Assignments Separate from
Certificate ("Assignments"), in the form attached as Exhibits A-I, A-2 and A-3 to this Agreement,
covering all the Pledged Shares. Such Assignments have been endorsed in blank by Pledgor before
delivery to Secured Party. Secured Party may not use such Assignments to transfer the Pledged
Collateral except in realization on its security interests in the Pledged Collateral after the occurrence,
and during the continuance, of a Default (as defined in Section 8 hereof).
6.

Pledgor's Voting Rights

So long as no Default under this Agreement has occurred and is continuing, Pledgor shall
be entitled to exercise any voting rights incident to the Pledged Collateral, subject to any restriction
on such voting rights contained herein. Upon the occurrence and continuation of a Default,
Pledgor's right to exercise such voting rights shall immediately cease and terminate and all voting
rights with respect to the Pledged Collateral shall rest solely and exclusively in Secured Party. The
foregoing sentence shall constitute and grant to Secured Party an irrevocable proxy coupled with an
interest to vote the Pledged Collateral upon the occurrence and continuation of such a Default, and
any officer of Universe, Farmers, or AlAl, as the case may be, may rely on written notice from
Secured Party as to the existence of a Default and Secured Party's right to vote such Pledged
Collateral. Notwithstanding the foregoing provisions of this Section 6, Secured Party's right to vote
the Universe shares is subject to all insurance regulatory requirements applicable to Universe and/or
GFL.
7. AFF1hU1tiill OF REED TAYLOR

Anyone of the following events shall constitute a default by Pledgor under this Agreement
(a "Default"):
(a)
Failure of Pledgor to pay, either directly or through Bank pursuant to the
Escrow Agreement, within ten (10) days of the date due any principal or interest under the Amended
Down Payment Note or the $6M Note; or
(b)
Failure of Bank to transfer to the Secured Party Account (as defined in the
Escrow Agreement), within ten (10) days of the date due, any principal or interest under the
Amended Down Payment Note or the $6M Note, provided however that a Default under Sections
7(a) or 7(b) hereof shall not be deemed to have occurred if (i) the amount due is paid directly by
Pledgor or (ii) if Bank's failure to transfer such funds to the Secured Party Account results from
Bank's negligence or intentional malfeasance or any other reason not within Pledgor's control (other
than insufficiency of deposits into the Collateral Account) and, within five (5) days of Pledgor's
discovery of such failure to transfer such funds to the Secured Party Account, Pledgor instructs Bank:
in writing to immediately transfer the amount then due to the Secured Party Account and, within
thirty (30) days of such discovery, either Bank or Secured Party pays Secured Party the amount then
due; or
(c)
Default by Company in the performance of any of its obligations pursuant to
Section 4 of the Amended Security Agreement or pursuant to the Lockbox Agreement which default
continues after notice and a three (3) day opportunity to cure; or
(d)
Breach of any representation, warranty, covenant, term or condition contained
in this Agreement which breach materially and adversely impairs the value of the Commission
Collateral or the Pledged Shares or Secured Party's ability to enforce its rights with respect thereto,
and which breach continues after notice and a thirty-day opportunity to cure; or
(e)
Any levy, attachment or execution on, or seizure of, any of the Commission
Collateral or the Pledged Shares which materially and adversely impairs the value of the
Commission Collateral or the Pledged Shares or Secured Party's ability to enforce his rights with
respect thereto, and which breach continues after notice and a thirty (30) day opportunity to cure;
or

(f)
Dissolution or termination of existence of Company or any of its material
Subsidiaries; provided that the dissolution or termination of existence of a Subsidiary (in the absence
of insolvency or bankruptcy) shall not constitute a Default if bonds meeting the requirements of
Section IO(a) the Amended Stock Pledge Agreement are acquired and pledged to Secured Party
pursuant thereto; or
(g)
Insolvency or bankruptcy of Pledgor or any of its material Subsidiaries or the
appointment of a receiver to take possession of any of the Commission Collateral or the Pledged
Shares.
Notwithstanding the foregoing, however, rehabilitation, supervision or liquidation of Universe
and/or GFL under applicable insurance laws or the sale of Universe or GFL stock in connection
?
therewith shall not constitute a Default hereunder.
AFFIDAVIT OF REED TAYLOR
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9.

Remedies

9.1
General. In the event of a Default by Pledgor under this Agreement, Secured Party
may, at its election and in its sole discretion, without further notice of such election and without
demand upon Pledgor, do anyone or more of the following:
(a)

Accelerate and declare the Secured Obligations immediately due and payable

in full;
(b)
Subject to receipt of all necessary regulatory approvals, sell all or any part of
the Pledged Collateral at public auction or private sale in accordance with the laws of the State of
Idaho, for cash or credit at the election of Secured Party, Pledgor to be credited with the amounts
of any such sale only when the cash proceeds are actually received by Secured Party. Under no
circumstances shall Secured Party be required to expedite or delay sale of all or any part of the
Pledged Collateral due to prevailing or expected conditions in the market for such Pledged
Collateral. Each purchaser at any such sale shall hold the property sold absolutely free from any
claim or right on the part of Pledgor. Secured Party shall not be obligated to make any sale of
Pledged Collateral regardless of notice of sale having been given. Secured Party may adjourn any
public or private sale from time to time by announcement at the time and place fixed therefor, and
such sale may, without further notice, be made at the time and place to which it was so adjourned;
and/or
(c)
Exercise all of the rights and remedies available under the Uniform
Commercial Code as enacted in the State ofIdaho or under other applicable law.
9.2
Sale of Pledged Collateral. Pledgor recognizes that, subject to receipt of all
necessary regulatory approvals, Secured Party may sell all or any part of the Pledged Collateral
pursuant to Section 9.1 above, as and when applicable by means of one or more private sales to a
restricted group of purchasers who will be obligated to agree, among other things, to acquire such
securities for their own account, for investment and not with a view to distribution or resale. Private
sales shall be proper if made in a commercially reasonable manner; and Secured Party has no
obligation to delay the sale of any such security for the period of time necessary to permit Universe,
Farmers, AIAI, or any other issuer of the Pledged Shares to register such securities for public sale
under any applicable securities laws or regulations. In the event any notice is required to be given
to Pledgor with respect to any such sale or disposition of any of the Pledged Collateral, ten (10)
calendar days notice of any such action shall be deemed to be a sufficient and cornrnercially
reasonable notice.
9.3
Sale of Substitute Collateral. The parties acknowledge and agree that, in the event
zero coupon bonds meeting the requirements of Section 1O(b) hereof are substituted for the Pledged
Shares, such bonds are intended to secure payment of the principal of the $6M Note at its stated
maturity date, and that the security interest in Commission Collateral granted in the Amended
Security Agreement is intended to secure Company's obligation to pay the interest on the $6M Note
prior to stated maturity. In the event of a Default occurring after zero coupon bonds meeting the
requirements of Section 1O(b) hereof are substituted for the Pledged Shares, Company shall convey
such bonds to Creditor in lieu of foreclosure; and such conveyance shall discharge Company's
oblieWion to ~~Lthey.ti~~~al of the $6M Note at maturity. However, the Company's obligation to
pay rueIiH?&'st bPth~ itro\XWfi. continue in the form of a monthly annuity of $41 ,250 (or, if
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such Note has been partially prepaid prior to the Default, such lesser monthly amount of interest due
on the unpaid principal balance immediately prior to such Default) payable until the stated maturity
date of the $6M Note; and such obligation shall continue to be secured by the security interest in
Commission Collateral pursuant to the terms of the Amended Security Agreement.
9.4
Attorneys' Fees. In the event either party is required to retain the services of an
attorney in order to enforce the terms or provisions of this Agreement or any of the other
Restructured Obligations, the prevailing party in any litigation arising therefrom shall be entitled
to recover reasonable costs of collection and sale of collateral and reasonable attorneys' fees.
10.

Substitution and Release of Security

In the event that Pledgor is able to obtain for the benefit of Secured Party (a) bonds having
a fair-market-value equal to Six Million Dollars ($6,000,000) or (b) bonds the aggregate face
amount of which equals $6,000,000 as of August 1,2005, then Secured Party will allow Pledgor to
substitute such bonds for the Pledged Collateral; provided that in either case the following
conditions are satisfied:
(i)

The bonds are issued by the U.S. Government or an obligor approved by

(ii)

The bonds are pledged to secure the Secured Obligations;

Secured Party;

(iii)
Secured Party receives a first priority security interest in such bonds which
is perfected prior to or simultaneously with the release of the Pledged Collateral;
(iv)
Unless such requirement is waived by Pledgor, Pledgor provides an opinion
oflegal counsel that Secured Party will have a first-priority perfected security interest in the bonds;
(v)

The Amended Down Payment Note has been paid in full; and

(vi)
Such arrangements are evidenced by executed documents, including a bond
pledge agreement, in form and substance acceptable to Secured Party and Secured Party's counsel.
If such conditions are met, Secured Party will release the Pledged Collateral and return any
and all certificates and instruments representing or evidencing the Pledged Collateral to Pledgor,
including, without limitation, the certificates for the Pledged Shares and the Assignments. In
addition, if and only if bonds meeting the requirements of Section 10(a) are pledged to secure the
Secured Obligations and if Company otherwise meets the requirements of this Section 10, the
security interest in Commission Collateral granted in the Amended Security Agreement shall also
be released.

Pledgor shall have the right, throughout the remaining term of the $6M Note, to prepay all
or part of the outstanding balance of principal and accrued but unpaid interest without premium or
penalty. In the event of any partial prepayment of the $6M Note after substitution of bonds for the
Pledged Collateral, Company may reduce the amount of bonds securing the $6M Note, provided that
the A;FMA~eJlJ~~B:TXVfrQb bonds meeting the requirements of Section IO(a)) or the
aggregate ·(ace vafue0n the caseVat bonds meeting the requirements of Section 1O(b) of the
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remaining bonds shall not be less than 110% of the remaining principal balance of the $6M Note.

11.

Miscellaneous

11.1 Survival. All representations, warranties and agreements made in this Agreement or
in any related documents shall survive the execution and delivery of this Agreement and any such
related documents.
11.2 Further Assurances. (a) Pledgor will sign such additional documents relating to the
Pledged Collateral as Secured Party may reasonably request in order to provide Secured Party with
the full benefit of this Agreement. Pledgor hereby grants to Secured Party a power of attorney to
execute any such documents as Pledgor's attorney-in-fact. Such power of attorney is coupled with
an interest and shall be irrevocable until the Secured Obligations have been fully and finally paid.
(b) Upon the pledge of bonds under Section 10 hereof, Secured Party will deliver the
Pledged Shares and attendant Assignments to Pledgor, and will sign such additional documents
relating to the Pledged Collateral as Pledgor may reasonably request in order to provide Pledgor
with the full benefit of this Agreement. Secured Party hereby grants to Pledgor a power of attorney
to execute any such documents as Secured Party's attorney-in-fact. Such power of attorney is
coupled with an interest and shall be irrevocable upon Pledgor's satisfaction of the conditions of
Section 10 hereof.
11.3 Amendment. This Agreement amends, restates, supersedes and replaces the Stock
Pledge Agreement which shall hereafter have no further force or effect. This Agreement and the
other Restructured Obligations contain the complete and final expression of the entire agreement
of the parties. No provision of this Agreement may be amended, modified, waived, or
supplemented, except by a writing signed by the parties to this Agreement. No waiver by Secured
Party of any default shall be a waiver of any other default.
11.4 Remedies Cumulative: Waivers. All rights and remedies of Secured Party shall be
cumulative and may be exercised at such times and in such order as Secured Party determines. The
failure of Secured Party to insist upon or enforce strict performance of any provisions of the
Restructured Obligations, or to exercise its rights or privileges hereunder or thereunder or any of its
rights as provided by statute or law or in equity or otherwise, shall not impair, prejudice or constitute
a waiver of any such right, power, remedy or privilege or be construed as a waiver of any Default
or as an acquiescence therein or preclude the exercise or enforcement thereof at a later time. Nor
shall any single or partial exercise of any such right, power, remedy or privilege preclude any other
or further exercise thereof or the exercise of any other right, power, remedy or privilege.
11.5 Effectiveness. This Agreement shall remain in full force and effect until (i) all the
Secured Obligations have been indefeasibly performed or paid in full in cash, and (ii) this
Agreement has been terminated in writing by Secured Party.
11.6 Severability. If any of the provisions of this Agreement shall be or become illegal
or unenforceable, the other provisions shall remain in full force and effect.

I 5"

AFFIDA VIT OF REED TA yr ,OR
(Q
1l.7 NotIces. AIr notices, requests, demands and other communications which are

required to be or may be given under any of the Restructured Obligations shall be in writing and
shall be deemed to have been duly given when delivered in person or transmitted by telex, facsimile,
cable or telegram, or by certified or registered first class mail, postage prepaid, return receipt
requested, to the respective parties as follows:
!fto Company, to:

AlA Services Corporation
P.O. Box 538
One Lewis Clark Plaza
Lewiston ID 83501
Attention: John Taylor

With a copy to:

Eberle, Berlin, Kading, Turnbow &
McKlveen, Chartered
P.O. Box 1368
Boise ID 83701-1368
Attention: Richard A. Riley

If to Shareholder, to:

With a copy to:

If to Series A Preferred
Shareholder, to:

Reed J. Taylor
P.O. Box 1165
Lewiston ID 83501
Cairn cross & Hempelmann
70th Floor, Columbia Center
701 Fifth Avenue
Seattle WA 98104-7016
Attention: W. Frank Taylor
Donna J. Taylor
c/o
r:>lt I? IA· ';k ,- 11

r.
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or to such other address as any party may have furnished to the others in writing in accordance
herewith, except that notices of change of address shall be effective only upon receipt.
11.8 Governing Law. This Agreement shall be governed by, and construed in accordance
with, the laws of the State ofIdaho, without giving effect to their provisions or principles regarding
conflict of laws.
11.9 Headings. Headings used herein are for convenience only and shall not in any way
affect the construction of, or be taken into consideration in interpreting, this Agreement.
11.10 Assignment.

This Agreement is not assignable by Pledgor. Secured Party may
assign its rights hereunder to any corporation or other entity controlled by Secured Party. All the
terms and provisions of this Agreement shall be binding upon and shall inure to the benefit of and
be enforceable by the parties hereto and their respective successors and permitted assigns.
AF~AXJ~~~9t8It

of the date first wnttena&ove~

IlIfJ,

parties have duly executed and delivered this Agreement as

PLEDGOR:

AlA SERVICES CORPORATION

SECURED PARTY:

AFFIDAVIT OF REED TAYLOR
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EXHIBIT A-I
TO
AMENDED AND RESTATED STOCK PLEDGE AGREEMENT
ASSIGNMENT SEPARATE FROM CERTIFICATE
[UNIVERSE]

FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to REED J.
TAYLOR 999,995 shares of the common stock standing in the name of the undersigned on the
books of The Universe Life Insurance Company and represented by Certificate(s) No.1 herewith,
and hereby irrevocably constitutes and appoints the Secretary of The Universe Life Insurance
Company as attorney to transfer that stock on the books of such corporation with full power of
substitution in the premises. This assignment is made pursuant to the Amended and Restated Stock
Pledge Agreement dated as of the date hereof and in connection with the Stock Redemption
Agreement dated July 22,1995, between the undersigned and Reed 1. Taylor, and may be used to
transfer the above-described shares of stock after a Default as such is defined under said Amended
and Restated Stock Pledge Agreement.
DATED this 22nd day of July, 1995.
AlA SERVICES CORPORATION

BY~'Ii
Its~

STATE OF IDAHO

)

:ss.
County of Nez Perce

)

On this _ _ day of
, 1995, before me, appeared
, known or
identified to me to be the
of
, the corporation that executed
the instrument and the person who executed the instrument on behalf of said corporation and
acknowledged to me that such corporation executed the same.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal the day
and year in this certificate first above written.

Notary Public for Idaho
Residing at
, Idaho
My Commission Expires: _ __
AFFIDA VIT OF REED TAYLOR
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EXHIBIT A-2
TO
AMENDED AND RESTATED STOCK PLEDGE AGREEMENT
ASSIGNMENT SEPARATE FROM CERTIFICATE
[FARMERS HEALTH ALLIANCE ADMINISTRATORS, INC.]

FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to REED J.
TAYLOR 1,000 shares of the common stock standing in the name of the undersigned on the books
of Farmers Health Alliance Administrators, Inc. and represented by Certificate(s) No.1 herewith,
and hereby irrevocably constitutes and appoints the Secretary of Farmers Health Alliance
Administrators, Inc. as attorney to transfer that stock on the books of such corporation with full
power of substitution in the premises. This assignment is made pursuant to the Amended and
Restated Stock Pledge Agreement dated as of the date hereof and in connection with the Stock
Redemption Agreement dated July 22, 1995, between the undersigned and Reed 1. Taylor, and may
be used to transfer the above-described shares of stock after a Default as such is defined under said
Amended and Restated Stock Pledge Agreement.
DATED this 22nd day of July, 1995.

)
:ss.

STATE OF IDAHO
County of Nez Perce

)

, 1995, before me, appeared
, known or
On this _ _ day of
identified to me to be the
of
, the corporation that executed
the instrument and the person who executed the instrument on behalf of said corporation and
acknowledged to me that such corporation executed the same.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal the day
and year in this certificate first above written.

Notary Public for Idaho
Residing at
, Idaho
My Commission Expires: - - AFFIDAVIT OF REED TAYLOR

EXHIBIT A-3
TO
AMENDED AND RESTATED STOCK PLEDGE AGREEMENT
ASSIGNMENT SEPARATE FROM CERTIFICATE
[AIA INSURANCE,INC.]

FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to REED 1.
TAYLOR 6,219 shares of the common stock standing in the name of the undersigned on the books
of AlA Insurance, Inc. and represented by Certificate(s) No. 10 and 11 herewith, and hereby
irrevocably constitutes and appoints the Secretary of AlA Insurance, Inc. as attorney to transfer that
stock on the books of such corporation with full power of substitution in the premises. This
assignment is made pursuant to the Amended and Restated Stock Pledge Agreement dated as of the
date hereof and in connection with the Stock Redemption Agreement dated July 22, 1995, between
the undersigned and Reed 1. Taylor, and may be used to transfer the above-described shares of stock
after a Default as such is defined under said Amended and Restated Stock Pledge Agreement.
DATED this 22nd day ofJuly, 1995.

)
:ss.

STATE OF IDAHO
County of Nez Perce

)

On this _ _ day of
, 1995, before me, appeared
, known or
identified to me to be the
of
, the corporation that executed
the instrument and the person who executed the instrument on behalf of said corporation and
acknowledged to me that such corporation executed the same.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal the day
and year in this certificate first above written.

Notary Public for Idaho
Residing at
, Idaho
My Commission Expires: _ __
07/121962:11pm/s
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Exhibit A-3
To
Stock Pledge Agreement

ASSIGNMENT SEPARATE FROM CERTIFICATE
[AlAI]
FOR VALUE RECEIVED, the undersigned hereby assigns and transfers to Reed 1.
Taylor ~ 2..11'
shares of the common stock standing in the name of the undersigned on the
books of AlA Insurance, Inc. and represented by certificate(s) no.l~ herewith, and hereby
as attorney to transfer that stock on the
irrevocably constitutes and appoints S%- 1\ A(",. [
books of such corporation with full power of substitution in the premises. This assignment is
made pursuant to the Stock Pledge Agreement dated as ofthe date hereof and in connection with
, 1995, between the undersigned
the Stock Redemption Agreement dated ~ "2.-'and Reed 1. Taylor, and may be used to transfer the above-described shares of stock after a
Default as such is defined under said Stock Pledge Agreement.
DATED this

,

2- ~wJ day Of----":1.....r'(.=·~'-'=\.r--_ _, 1995.
AlA SERVICES CORPORATION

. ~1

= :f.-:'e7'-f:ld:~," ", \,-r -, -' -+b_·. . ...J~(.'-+rY:=========
r!

By: I-ts-:
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_. AMENDED AND RESTATED SECURITY AGREEMEJ;XH

IBIT IS

TIlls Amended and Restated Security Agreement (the" Agreement") is entered into as of July
1, 1996, by and among Reed J. Taylor ("Secured Party"), AlA Services Corporation, an Idaho
corporation ("Company"), and AlA Insurance, Inc., an Idaho corporation C"AIAI") (together with
Company, the "Companies").
RECITALS

A
Company and Secured Party are parties to that certain Stock Redemption Agreement
dated as July 22, 1995 (the "Redemption Agreement"), pursuant to which Company redeemed
613,494 shares of its Common Stock held by Secured Party in exchange for, in part, a promissory
note in the principal amount of $1,500,000 (the "Down Payment Note") and a promissory note in
the principal amount of$6,OOO,OOO (the "$6M Note"). Company and Secured Party also entered into
a Security Agreement (the "Security Agreement") and a stock Pledge Agreement (the "Stock Pledge
Agreement"), each dated July 22, 1995, granting security interests in certain collateral to secure
payment of the $6M Note. Company and Secured Party also entered into a Consulting Agreement
(the "Consulting Agreement") and a Noncompetition Agreement (the "Noncompetition
Agreement"), both dated July 22, 1995.
B.
Conarrrent with the execution of this Agreement, Company and Secured Party have
entered into that certain Stock Redemption Restructure Agreement (the "Restructure Agreement")
pursuant to which the obligations and agreements referred to above have been restructured (the
"Restructure").
C.
As a part ofthe Restructure, Company and Secured Party have agreed to"amend and
restate the Security Agreement to provide, among other things, for security for the Down Payment
Note (as amended pursuant to the Restructure, the "Amended Down Payment Note") and for new
arrangements relating to the location and disposition of Commission Collateral.
D.
As a part ofthe Restructure, Company and Secured Party have agreed to simplifY and
consolidate the Restructure default and remedy provisions into an Amended and Restated Stock
Pledge Agreement ("Amended Stock Pledge Agreement").
E.

This Agreement amends, restates, supersedes and replaces the Security Agreement.

E.
Capitalized terms used herein but not herein defined have the meanings ascribed to
them in the Restructure Agreement
AGREEMENTS

NOW, THEREFORE, for and in consideration of the foregoing premises, and for other
good and valuable consideration. the sufficiency and receipt of which are hereby acknowledged,
Secured Party and the Companies agree as follows:
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1.

Definitions
As used in this Agreement:

"Commission Collateral" means all commissions from the sale of insurance or related
services received by or on behalf of, or payable to, any ofthe Company, AlAl or any of Company's
other Subsidiaries, and any int~rest thereon.
I

"Collateral Account' has the meaning given such term in Section 4 of this Agreement.
"Secured Obligations" means the punctual payment and performance by Company of any
and all monetary obligations, liabilities and amounts now or hereafter owing, due or not due, direct
or indirect, liquidated or contingent, to Secured Party pursuant to the Attorney Fee Reimbursement
Agreement, the Amended Down Payment Note and the $6M Note.
"Subsidiary" of a person means (i) any corporation 50% or more of the outstanding voting
securities having ordinary voting power of which shall at the time be owned or controlled,directly
or indirectly, by such person or by one or more of its Subsidiaries or by such person and one or more
ofits Subsidiaries, or (ii) any partnership, association, joint venture or similar business organizations .... _ ......
500/0 or more of the ownership interests having ordinary voting power of which shall at the time be
so owned or controlled.
2.

Security Interest

As collateral security for the prompt and unconditional payment and performance of the
Secured Obligations, Companies hereby grant to Secured Party a security interest in all of their right,
title and interest in and to the Commission Collateral.
"'3.

4.

[Intentionally Omitted.]
Collateral Account

All Commission Collateral shall be received and held by Companies in trust for
Secured-- Party, and shall be immediately, upon receipt, deposited in a special bank account (the
"Collateral Account"). Companies shall segregate any Commission Collateral from any of
Companies' other funds or property, and will hold the Commission Collateral separate and apart
from any other funds or property and upon an express trust for Secured Party until deposit thereof
is made in the Collateral Account. On or before the effective date of this Agreement, AlAI, Secured
Party and the depository institution at which the Collateral Accou!lt is maintained shall enter into
an irrevocable lock-box agreement (the "Lockbox Agreement") in the form required by the
Restructure Agreement. Funds in the Collateral Account shall be disbursed in accordance with the
terms of the Escrow Agreement. Companies may, subject to applicable notice provisions in the
Escrow Agreement, change the Collateral Account or change the Collateral Account depository as
long as the new account is subject to the terms of the Escrow Agreement or a lockbox agreement
with the new depository containing substantially the same terms as the Escrow Agreement. In
addi~<pplrlWrtltaJt W-Rm1''X~eaIinstructions to Mark Twain Kansas Bank ("Bank") which
provide that Bank ~31f,ln accoraance with currently effective instructions and procedures, transfer
to the Collateral Account all Commission Collateral deposited into Account No. 8613004124 at such

nt.\

Bank. Further, Company,-·AIAl, Creditor and Bank shall enter into an agreement which provides.
that (i) Bank shall immediately notify Creditor of its receipt of any (a) instruction by AlAl or
Company to take any action which would interrupt or redirect the flow of Commission Collateral
into Account No. 86513004124 from any other account at Bank or the transfer of Commission
Collateral from such Account to the Collateral Account, or (b) request by AlA or Company to
amend that certain lockbox agreement (the "Centennial Lock Box Agreement") dated June 1, 1995
among AlAl, Universe, The C~ntennial Life Insurance Company ("CenteIUlial") and Bank, or any
notice or instruction delivered to Bank pursuant thereto, or (c) request by AIAI or Company to move
existing bank accounts or establish new bank accounts under the Centennial Lock Box Agreement;
and (Ii) Bank shall not implement any such implement any such instruction or request until the lapse
of thirty (30) days from delivery of such notice by Bank to Creditor or Bank's earlier receipt of
Creditor's written consent to such instruction or request.

5.
Defaults and Remedies. The circumstances constituting Defaults under this Agreement and
the remedies therefor shall, for the purpose of the convenience of having all such provisions
contained within a single document, be determined in accordance with the Amended Stock Pledge
Agreement. Secured Party shall have no recourse to the Commission Collateral in the event of a
non-monetary default under the Restructured Obligations; but nothing contained in this Agreement
shall affect Secured Party's rights and remedies under the Amended Stock Pledge Agreement for
monetary or non-monetary defaults.
6.

Revival of Security Interest

To the extent. Company makes a payment to Secured Party, which payment is later
invalidated, declared to be a fraudulent transfer or preference, set aside or required to be repaid
under any bankruptcy law, other law or equitable principle, Secured Party's interest in the
Commission Collateral shall be revived and continued as if the payment or proceeds had never been
.:,received by the Secured Party.
7.

Miscellaneous

7.1
Financing Statements, Etc. Companies will sign any financing statements and other
filings with governmental offices or agencies, and other documents relating to the Commission
Collateral that Secured Party may reasonably request. Secured Party is nevertheless authorized to
file such documents without Companies' signatures' and Companies hereby grant to Secured Party
a power of attorney to execute any such documents as Companies' attorney-in-fact. Such power of
attorney is coupled with an interest and shall be irrevocable until Secured. Obligations have been
fully and finally paid. Companies will reimburse Secured Party upon demand for all expenses
inrurred for the perfection and continuation of perfection of Secured Party's security interest in the
Commission Collateral.
7.2
Amendment This Agreement and the other Restructured Obligations entered into in
connection with the Secured Obligations contain the complete and final expression of the entire
agreement of the parties. No provision of this Agreement may be amended, modified, waived or
supplemented, except by a writing signed by the party sought to be charged with the amendment,

modiRWtfYA~rtvtf~I~~~<rf.
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7.3
Remedies Cumulative. All rights and remedies of Secured Party shall be cumulative
and may be exercised at such times and in such order as Secured party determines. The failure of
Secured Party to insist upon or enforce strict performance of any provisions of this Agreement, or
to exercise its rights or privileges hereunder or any of its rights as provided by statute or law or in
equity or otherwise, shall not impair, prejudice or constitute a waiver of any such right, power,
remedy or privilege or be construed as a waiver of any Default or as an acquiescence therein or
preclude the exercise or enforc,ement thereof at a later time. No waiver by Secured Party of any
Default shall be a waiver of any other Default. Nor shall any single or partial exercise of any such
right, power, remedy or privilege preclude any other or further exercise thereof or the exercise of
any other right, power, remedy or privilege.
7.4
Effectiveness. This Agreement shall remain in full force and effect until the earlier
of (I) the pledge of fair market value bonds for other Collateral in accordance with Section 1O(a) of
the Amended Stock Pledge Agreement, (ii) the indefeasible performance or payment in full in cash
ofall the Secured Obligations, or (iii) the termination of this Agreement in writing by Secured Party.
7.5
Tennination; Further Assurances. This Agreement and the Escrow Agreement shall
terminate and be of no further force or effect upon the earliest to occur of the events set forth in
Section 7.4 hereof .Secured_Party's security interest inlhe Commission Collateral. shall thereupon
cease; and Secured Party shall execute and deliver any and all additional papers, documents and
other instruments (including, without limitation, UCC termination statements), and shall do any and
all acts and things reasonably necessary in connection With the performance of his obligations
hereunder and to cany out the intent of the parties as expressed in this Agreement.
7.6
Notices. Any notice under this Agreement shall be in writing and shall be given as
provided in the Amended Stock Pledge Agreement.
Governing Law. This Security Agreement shall be governed by, and construed in
.
7.7
~ccordance with the laws of the State ofIdaho.
7.8
Counterparts. This Agreement may be executed in any number of counterparts and
by each party on a separate counterpart, each of which when so executed and delivered shall be
deemed an original and all of which taken together shall constitute but one and the same instrument.

7.9
Restaiement oj Security Agreement. The Security Agreement is hereby amended,
restated, superseded and replaced in its entirety and shall hereafter have no force or effect. Ssecured
Party hereby waives any and all right to claim any breach of the Security Agreement or to exercise
any remedy thereunder.
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IN WITNESS WHEREOF the parties have duly executed and delivered this Agreement as
of the date first written above.
COMPANY:

AlA
By:
Its:

SERVIAf:I:CiI
(

7~

SECURED PARTY:
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Patrick M Moran
Attorney at Law
425.990.4008

! 850 Skyline Tower
10900 NE Fourth Street
Bellevue, WA 98004-834!

pmoflm@prklaw.com

Ph: 425.462.4700
Fax: 425.451.0714
www.prklaw.com

December 12, 2006
Via Facsimile And Regular Mail

Mr. R. John Taylor
AlA Services Corporation
P.O. Box 538
Lewiston,ID 83501

Re:

Notice of Default

Dear Mr. Taylor:
This finn represents Reed J. Taylor ("Taylor"). Mr. Taylor has retained this finn to enforce his
rights under the various agreements executed by AlA Services Corporation ("AlA Services") and
its named subsidiaries, in connection with the redemption of Mr. Taylor'S shares in AlA Services.
All capitalized terms not defined herein have the meaning set forth in the Stock Redemption
Restructuring Agreement dated July 1, 1996 ("Restructuring Agreement").
AlA Services is, and has been for some time, in default under the Amended Stock Pledge
Agreement, among other agreements. AlA Services is in default of Section 4.3 through
Section 4.8, Section 4.10, Section Sea), Section 7(a) through Section 7(d), among others
proVISIOns.
In addition to the above, AlA Services is in default of the following:
1. The $6M Note.
AlA has filed to pay the amount due under the $6M Note, which, with accrued interest, is now in
excess of $7.7 million and seriously past due.
2. Section 2.2 of the Stock Redemption Restructure Agreement.
3. Section 4 of the Security Agreement.
Pursuant to this letter, and Section 6 of the Amended Stock Pledge Agreement, all voting rights
of the Pledge Collateral immediately vest with Mr. Taylor. Mr. Taylor intends to exercise all
2J8370
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Mr. R. John Taylor
December 12, 2006
Page 2

voting rights with respect to the Pledged Collateral, including, without limitation, election of a
revised board of directors for each of the companies subject to the Pledge Collateral.
Pursuant to this right, Mr. Taylor formally demands as follows:
1. AIA Services call a special meeting of the shareholders for the purpose of electing a new
board of directors. Mr. Taylor demands that the special shareholder meeting occur at corporate
office located at 111 Main Street, Lewiston, Idaho at 10 a.m on December 26, 2006. Mr. Taylor
shall be attending along with counsel. Attached hereto is the notice as provided in I.e. § 30-1702. The purpose of the special meeting of shareholders will be to take action to elect a revised
board of directors. Immediately after the meeting, the newly elected board shall conduct a
meeting to elect revised officers of AIA Services.
2. AlAI call a special meeting of the shareholders for the purpose of electing a new board of
directors. Mr. Taylor demands that the special shareholder meeting occur at corporate office
located at 111 Main Street, Lewiston, Idaho at 1 pm on December 26, 2006. Mr. Taylor shall be
attending along with counsel. Attached hereto is the notice as provided in I.C. § 30-1-702. The
purpose of the speci~ meeting of shareholders will be to take action to elect a revised board of
directors. Immediately after the meeting, the newly elected board shall conduct a meeting to elect
revised officers of AIAI.
In addition, as Mr. Taylor has the right pursuant to Section 4.10 of the Amended Stock Pledge
Agreement to be on the board of directors on the above companies, Mr. Taylor also requests
written notice of any board meetings. Mr. Taylor plans to attend any such board meeting. Notice
of any board or shareholding meeting should be directed to Mr. Taylor at this firm.
Lastly, until the special meeting(s) set forth above AIAI Services and AlAI are not authorized to
pay dividends, make distnbutions, increase wages, pay bonuses, enter into material contracts or
take any other actions outside the ordinary course, or the result of which may materially
adversely llnpact the business without the written consent of Mr. Taylor. Any such actions are
improper and shall be actionable to the participants.
Please provide all further notices and correspondence to this finn at the address or fax number
indicated above.
The failure of Mr. Taylor to provide notice of any other breaches and/or any delay or failure to
take action or proceed with any remedy shall not be construed as Mr. Taylor's waiver of such
breaches, rights, or remedies. Mr. Taylor expressly reserves all rights and remedies.
I would appreciate your prompt attention to this letter. If you have any questions regarding any
of the above, please do not hesitate to call.

218)70.01
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Mr. R. John Taylor
December 12, 2006
Page 3

Very truly yours,

PMM:lal
Enclosures:

cc:

Notice of Special Shareholders Meeting (AIA Services)
Notice of Special Shareholders Meeting (AlAI)

For Notice Purposes (via fax 208-344-8535)
Eberle, Berlin, Kading, Turnbow & Mcklveen, Chartered
Attn.: Richard A. Riley
Reed Taylor
Rob Bond (via email)

2J8370.01
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NOTICE OF SPECIAL MEETING OF SHAREHOLDERS

The undersigned hereby calls a special meeting of the shareholders of AlA Insurance,
Inc. ("AlAI") for the purpose of electing a new board of directors. Mr. Taylor demands that the
special shareholder meeting occur at AlAI's corporate office located at 11] Main Street,
Lewiston, Idaho at I pm on December 26, 2006. Mr. Taylor shall be attending the meeting along
with counsel. The purpose of the special meeting of shareholders will be to take action to elect a
revised board of directors. Immediately after the meeting, the newly elected board shall conduct
a meeting to elect revised officers of ALAI.

1:I-/~-1f)6
Date
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AlA Insurance, Inc.
111 Main Street
P.O. Box 538
Lewiston, 10 83501-0538
(208) 799-9000 FAX (208 ) 746-8159

INSURANCE

February 1,2007

Mr. Reed Taylor
7498 Lapwai Road
Lewiston, ID 83501

Facsimile transmission: 746-1846
Dear Mr. Taylor:
I am the secretary of AlA Insurance, Inc., an Idaho corporation (the "Corporation"), and I am the
keeper of the records and stock ledger of the Corporation. You have delivered a letter to the
Corporation referring to a special meeting of the stockholders of the Corporation allegedly
scheduled for 10:00 a.m., Monday, February 5, 2007. Please be advised that no special meeting
of the stockholders has been called or is scheduled for that date and time.
As keeper of the Corporation's stock records I advise you that the sole stockholder of the
Corporation is AlA Services Corporation ("Services"), an Idaho corporation. You are further
advised that the bylaws of the Corporation permit only the Corporation's board of directors and
stockholders holding at least twenty percent of the outstanding stock of the Corporation to call a
special meeting of the stockholders.
In your letter, you allege that you are authorized to vote shares of the corporation because of
rights provided in an agreement with Services. Please provide evidence of your authority.
Please do not enter the Corporation's premises at the time above stated. You will not be granted
access to the Corporation's offices nor will a meeting of the Stockholders occur at such time.
AlA Insurance, Inc .
./"

.

I . ;'

~ ,

~.

j, .

1.

'/'44:.{~). / t/(~
10Lee K. Duclos, Secretary
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Reed J. Taylor
7498 Lapwai Road
Lewiston, ID 83501

February 1, 2007
VIA HAND DELIVERY
10Lee Duclos
AlA Insurance, Inc.
111 Main Street
Lewiston, ID 83501
Re:

Shareholder Meeting

Dear 10Lee:
I am in receipt of your letter dated February 1, 2007.
Attached is a copy of the Amended Stock Pledge Agreement ("Pledge Agreement").
Under the Pledge Agreement, AlA Services Corporation pledged all ofthe shares of AlA
Insurance, Inc. ("AlA") to me as partial security for its indebtedness to me.
Please pay particular attention to Section 6 of the Pledge Agreement, which states in part
Upon the occurrence and continuation of a Default, Pledgor's right to exercise
such voting rights shall immediately cease and terminate and all voting rights with
respect to the Pledged Collateral shall rest solely and exclusively in Secured
Party.
AlA Services Corporation was notified in writing of its various defaults on December 12,
2006. Under the terms of the Pledge Agreement, a default is defined as, among other
ways, failure to pay principal or interest of the $6 Million Note; failure to comply with
Section 4 of the Amended Security Agreement (including the lock box requirement);
breach of any covenant, warranty or representation of the Pledge Agreement (e.g., all of
the requirements under Section 3 and 4); or an event of insolvency. All of the above
defaults have occurred and AlA Services Corporation has failed to cure the defaults.
As you can see, you have no right to prevent me from voting the shares and I will seek a
court order to vote the shares, if necessary.
In the meantime, I demand to be notified of any shareholder or board meeting, and
further demand the right to vote my shares to replace AIA's board and appoint new
officers as is my right.
Sincerely,

I~$
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Reed J. Taylor
7498 Lapwai Road
Lewiston, ID 83501
February 2, 2007
VIA HAND DELNERY
Board of Directors
ALA InsUrance, Inc.
111 Main Street
Lewiston, ID 83501
Dear Board of Directors:
As you know, AlA Services Corporation and ALA Insurance, Inc. were in default of
various agreements and for the failure to pay interest or principal due on my $6,000,000
Promissory Note at the time of the last annual shareholder meeting. As a result, my right
to vote all of ALA's outstanding shares was vested in me at the time of the last annual
meeting, while AlA Services Corporation's right to vote the shares was terminated (see
Section 6 of the Amended Stock Pledge Agreement). Consequently, ALA's present board
of directors was not properly elected and I do not consent to any action taken by you. I
reiterate my demand for the special shareholder meeting scheduled for Monday, and your
refusal to honor my demand will be actionable. If an annual or special meeting takes
place anytime after this letter (with or without notice to me), I will be voting the shares in
opposition to you as directors and in support of a slate of directors to be named by me.

r have recently become aware of many improper transactions and activities at AlA during
your terms as board members. Because all of the shares of ALA are pledged to me, every
action taken by you will be highly scrutinized between now and when I am able to vote
the shares (whether amicably or by court action). This letter is also notice to you that
when I am able to vote the shares and appoint new directors and officers, you should
anticipate that ALA will be seeking restitution from each of you personally for all the past
improper and wrongful transactions and activities which occurred during your terms as
board members, including acts before and after the date of this letter.
I demand that every dollar of ALA's funds be accounted for. I demand that all services
and expenses incurred or paid by ALA on behalf of CropUSA or any other party be
itemized and collected. I demand that you comply with all fiduciary duties owed to ALA.
I demand that ALA not make any loans, advances or other inappropriate payments to any
of ALA's officers or directors, or any related entity (including payments to John Taylor).
This letter also serves as demand for you, any officer, any employee or any other party to
not destroy or alter any documents (including email or other electronic files). On behalf
of the participants of the plan, r will also be pursing claims against the Trustees of ALA
Services Corporation's 401(k) Plan, so I expect all of those documents to be preserved.

/;;~Reed J. Taylor
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CONSENT IN LIEU OF
SPECIAL MEETING OF SHAREHOLDERS OF
AlA INSURANCE, INC.
The undersigned, being the exclusive person entitled to vote all of the outstanding shares
pledged to him of AlA Insurance, Inc. (the "Corporation") pursuant to the right vested in the
undersigned because of the various defaults under the Amended and Restated Stock Pledge Agreement
dated July 1, 1996, the $6 Million Promissory Note dated August 1, 1995, the Amended and Restated
Security Agreement dated July 1, 1996, and Stock Redemption Restructure Agreement dated July 1,
1996, hereby consents to the following corporate actions without holding a formal Special Shareholder
Meeting of the Corporation.
Removal of Directors
Effective immediately, the following individuals are unanimously removed from the Board of
Directors of the Corporation:
R. John Taylor
10Lee Duclos
Bryan Freeman
Election of Director
Effective immediately, the following individual is unanimously elected to the Board of
Directors, to serve in that capacity until the next annual meeting of the Corporation or until removed or
replaced pursuant to the provisions contained in the Bylaws of the Corporation:
Reed J. Taylor

DATED: February 22,2007.

~~'
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CONSENT IN LIEU OF
MEETING OF THE BOARD OF DIRECTORS OF
AlA INSURANCE, INC.
The undersigned, being the sole member of the Board of Directors of AlA Insurance, Inc. (the
"Corporation"), hereby consents to the following corporate actions without holding a fonnal Board
Meeting of the Corporation.
Removal of Officers
It is resolved that, effective immediately, the following individuals are unanimously removed
from the corporate office or position set forth opposite their respective names:
President
Secretary
Treasurer
Vice-President

R. John Taylor
JoLee Duclos
Martin Hanna
Bryan Freeman

Election of Officers
It is resolved that, effective immediately, the following individual is unanimously elected to the

corporate offices set forth below to serve as such until the first annual meeting or the election and
qualification of their successors:
Reed 1. Taylor
Reed J. Taylor
Reed J. Taylor

President
Secretary
Treasurer

R. John Taylor
It is resolved that, effective immediately and in addition to being removed as an officer of the

Corporation, R. John Taylor is tenninated as an employee of the Corporation and all payments to him
shall cease, including, without limitation, all payments to R. John Taylor for alleged lease payments on
the parking lot. R. John Taylor shall not be pennitted in the Corporation's offices at 111 Main Street,

I ?ftJ
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Lewiston, Idaho for any reason. All ofR. John Taylor's personal property located at the Corporation's
offices at 111 Main Street, Lewiston, Idaho shall be locked up in stored there until delivery can be
arranged to R. John Taylor. No papers, files, documents, draft documents, electronic files, email or
any other information shall be released to R. John Taylor until it is ascertained that it owned by him
and not the property of the Corporation.
Change of Locks
It is resolved that a locksmith shall be hired to replace and/or change the locks on all doors at
the Corporation's offices located at 111 Main Street, Lewiston, Idaho.

The locksmith shall also

attempt if possible to change/replace/install a separate lock on the door to R. John Taylor's personal
office to secure his personal property until delivery of his personal property can be arranged. The
locksmith may rely on these Resolutions as full and complete authority to enter the premises and
change/replacelinstall the locks described above as the Corporation's offices located at 111 Main
Street, Lewiston, Idaho.

Keys shall only be issued to personnel authorized in writing by the

undersigned.
Security Guard
It is resolved that a security guard shall be posted outside the offices of the Corporation at times

deemed appropriate by the undersigned.

The security guard shall ensure that no unauthorized

personnel enter the Corporation's offices, including, without limitation, R. John Taylor or any person
acting on his behalf.

All security guards may rely in this Consent as full authorization by the

undersigned to comply with and/or enforce all ofthe Resolutions.
Security System
It is resolved that the code for the security system shall be changed to a code only known to the
undersigned. The undersigned may provide the security code to other officer(s) or employee(s), but
only upon written consent from the undersigned.
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Authority to Bind Corporation
It is resolved that the undersigned shall be the only authorized signatory authorized to act on

behalf of the Corporation to transfer funds, sign checks and/or execute contracts.

Effective

immediately, R. John Taylor is removed as an authorized signatory to transact any business on behalf
of the Corporation. R. John Taylor is removed and not authorized to act as an authorized signatory on
any and all of the Corporation's bank accounts, credit card accounts, open accounts, and is stripped of
all authority to act in any way on behalf of the Corporation. All banks and financial institutions may
rely on these Resolutions to remove R. John Taylor from all accounts and add the undersigned as an
authorized signatory.
DATED: February 22, 2007.

R~
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BYLAWS

OF
A.LA., INC.
(an Idaho corporation)
ARTICLE I
OFFICES
Section 1.1
Registered Office. - The registered office of the corporation
required by the Idaho. Business Corporation Act to be maintained in the State of
Idaho may, but need not be, identical with the principal· office in the State of
I-daho'; and the address of the registered . office may be changect from time to
tUne by the Board· of Directors or the President of the corporation. (Idaho Code
Sections 30-1-12(a) and 30-1-13.)
.
Section 1.2 Principal Office; o.ther Offices.. The corporation shaH also
·have and ~aintain an office or principal place "of· business in Lewiston, ld'aho or,
at such other place as may be fixed by the Board of Directors, and may also
have· offices. at such other places, both within and without the State of .Idaho, as
the Board of Directors may.' from time to' time determine or the business' of the
corporation rna y require.
.ARTICLE II
CORPORATE SEAL
.' Section 2.1" Corporate Seal.
The corporate seal shall consist of ,a die
bearing the name of the corporation and the inscription, "Corporate Seal -- State
of Idaho". . The sealma:y be p.s~d by ,causing it ,or a facsimile thereof to· be
impressed or affixed or in any other manner, reproduced. The seal may be
altered at the pleasure of the Board of'Djrectors. (Idaho,Code Section 30-1-4(c»). _

I
I
!
,

, ARTICLE III
STOCKHOLDERS' MEETINGS
Section 3.1 Place ·of MeetingS.. The' Board of Directors may designate any
place" either within or without the State of Id'aho, as the· place of meeting for
any annual meeting or for any special meeting of stockholders called by the
Board of Directors.' 'A waiver of notice. signed by all stockholders entitled to
vote at a meeting may designate any place, either within or without the State of
Idaho, as the place for the holding of, such m~eting. If no designation is made,
,or if, a special meeting be, otherwise called, the place of meeting shall be t.he
, principal ·office of the corporation In the State of Idaho. (Idaho Code Sectio.n
3Q-L-28).
.
Section 3..2 Annual Meetings. The annual meeting of the stockholders' of
the corporatiori shall be held on the first Monday in the month of May in each
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year at the hour of 10:00 o'clock a.m., or on such other date and at such other
time which may from time to time be designated by the Board of Directors, for
the purpose of electing directors and for the transaction of such other business
as may properly come before the meeting. (ld;:tho Code Section 30-1-28).
Section 3.3 Special Meetin~. Special meetings of the stockholders of the
corporation may be called at any time, for any purpose or purposes, by the
Board of Directors or by the holders of not less than one-fifth (1/5) or all.
outstanding· shares of stock of the corp<?r~tion entitled to vote at the' meeting or
by the president of the corporation. Special meetings of the- stockholders of the
corporation may not be called by any other person or persons. (Idaho Code
Section 30-1-28).
-' .
.
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Section 3.4 Notice of Meetings.W Fitten notice stating the place, day and
hour of the meeting and, in case of a specia~ meeting, the purpose or purposes
for which the meeting is called, shall, unless otherwise prescribed by statute, be
delivered not less than ten nor more than fifty days before the date of the
. meeting, either personally or by mail, by or at· the direction of the president, or
the secretary, or the officer or other persons calling the meeting,. to each
stockholder of record .entitled to vote at· such meeting,' or to each specified.
beneficial stockholder certified for. the purpose of receiving such notice under
Section 3.10. (Idaho Code Section 30-1-29).
Such notice of any meeting of stockholders may be waived in writing,
signed. by the person ·entitled to notice thereof, either before or after such
meeting, and will be waived by any stockholder by his attendance thereat in
person or by proxy, except when the stockho,der attends a meeting for the
express purpose of objecting, at the beginning of the meeting, to _the trans~ction
of any busin~ss because the meeting is not lawfully dilled or convened. Any
stockholder so waiving notic:e of such meeting shall be bound by the'
procee~ings of any such meeting in all respects as if due notice hereof had been
given. (Idaho Code Section 30-1-144).
. .
Quorum.
Except as Dtherwiseprovided in' the Articles of.
Section 3.5
Incorporation, a majority of the··outstanding shares of the .corporation entitled to
vote, represented in person or by proxy,· shall cQnstitute a quorum at'il meeting
of stockholders. . Any ·shares, the voti.ng of which at sai<;l meeting. has been
~njoined,or which· for . anyr~,!~9n <:;arU19tl:>e Jawfully .voted at .such meeting,
sWill ·not be - counte"dto aetermine a quorum. at such meeting. In the absence of
a quorum any meeting of stockholders may be adjourned, from -time to time, by
vote of the holders of a majority of· the shares represented. thereat; but no other
business shall be transacted at such meeting. The stockholders present at a duly
organized and convened meeting where a quorum has been present can 'continue
to transact business as a quorum until adjournment, notwithstanding the
withdrawal of enough stockhQld~rs to leave less than a quorum.
Except· as
otherwise provided. by law, the. Articles· of Incorporation or these Bylaws. if a
quorum is present, the. affirmative' vote of a majority of .the shares represented
at the meeting and entitled to vote on the subject matter shall be the· act of the
. stockholders. (Idaho. Code Section 30-1-32)~
Section 3.6 Adjournment and Notice of Adjourned Meetin~. Any meeting
of stockholders .at which a quorum is present, whether annual or special, may be

j
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adjourned from time to time by the vote of a majority of the shares, the holders
of which are present either in person or by proxy. When a meeting is adjourned
to another time or place, notice need not be given of the adjourned meeting if
the time and place thereof are announced at, the meeting at which the
adjournment is taken. At the adjourned meeting the corporation may transact
any bu,siness which might have been trap.sacted at the original meeting; If the
adjournment is for more than thirty (30) days, or if after the adjournment a new
record date is fixed for, the adjournment meeting, a notice of the adjourned
meeting shall be given to each stockholder of record entitled to vote at the
meeting.
Section 3.7 Proxies. At 'all meetings of stockholders, a stockholder may
,vote either in person or by proxy. executed in writing by the stockholder or by
his duly authorized attorney-in-fact.
Such proxy shaH be filed with the
secretary of the corporation before or at the time of the meeting. No proxy
shall be valid after eleven (II) months from the date of its execution,unless
otherwise provided in the proxy. (Idaho Code Section 30~ 1-33(c».
Section 3.& Voting Rights. Except as otherwise provided in the Articles of,
, Incorporation, each outstanding' share, ,regardless of class, entitl~d to vote shall
be entitled to one vote upon each. matter submitted to a, vote at a meeUng of
stockholders.
Except as otherwise provided in the Articles of Incorporation,' at
each election for directors every stockholder entitled to vote at such election
shall have the right to, vote, in person or by proxy, .,the number o( shares owned
by him for as many persons' as there are directors to be elected and for whose
,election he has a right to vote, or to cumulate his votes' by giving one (I)
cand~date as many' votes as the rrumber of such directors multipl~e~ by the
,number of his .shares, shall equal" or by distributing such votes on -the same
. , 'principlf'; among any number of such candidates. (ld,aho Code Section 30-133(a),(d».
For the purpose of determining those stockholders entitled to vote at, any
meeting' of the stockholders, except, as otherwise. provided by law, only persons
in whose names shares stand -on the 'stock records of the corporation on the
,record date, as provided in Sections' 3.11 and 7 A of these Bylaws, shall be
entitled to vote at any meeting of stockholder. All elections of directors shall
be by written ballot.
,

'

Section 3.9. Voting of 'Shares. by Certain Hplders. Shares stand~ng in the
name of another corporation, domestic or foreign, may be voted by such oflker"
agent or, proxy as the bylaws of such other, corporation my prescribe -or, in the
absence of such ,provision, as the Board of Directors of such other corporation
may determine. (Idaho Code Section 30-1.,.33(e».
'

,

.

Shares h~ld by an administrator, executor, guardian or conservator may be
voted hy him, either in person or by prm;:y, without a transfer of such shares
into his name. Shares standing in' the name' of a tru§tee 'may be voted by him"
either in person or by proxy; .but no trustee shall be entitled to vote shares held
by, him without a transfer of such' shares into h,is' name.' (Idaho Code Section
30-1-33(0) .
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Shares st$nding in the name of a receiver may be voted by such receiver;
and shares held by or under the control of a receiver may be voted by such'
receiver without the transfer thereof into his name if authority so to do be
contained in an appropriate order of the court by which such receiver was
appointed. ([daho Code Section 30-1-33(g».
A stockholder whose shares are pledged shall be entitled to vote such
shares until the shares· have' been transferred into the name of the pledgee; and
thereafter the pledgee shall be entitled to vote the shares so transferred unless
the pledgor shall have obtained from .the' pledgee a proxy to. vote or take other
, action thereon' in accordance with la. w. (Idaho Code Section 30-1-33(c)(3),(h)).·
.'

.,

j

iJ

Neither treasury sha'res of its own stock held by the corporation, nor
shares. held by another corporation if a majority of the shares entitled to vote
for the election of directors of such other corporatio.n is held by the
corporation, shall be voted at any meeting or .counted in determining the total
number of. outstanding shares at any given time.
(Idaho Code' Section 30-133(b».
.
Section 3. IO Joint Owners of Stock. If shares or other securities having
·voting power stand of record in the names of tWo (2) or. mote persons, whether
.fiduciaries, members of a partnership, joint tenants, tenants' in common, tenants
by the entirety, or· otherwise, or if two (2) or more persons have the same
fiduciary relationship respecting the same shares,. ·unless the Secretary is given
written notice to the contrary and is furnished with a copy of the .instrument Or
· order appointing them or creating the relationship wherein· it is .so provided,
their acts with respect to voting shall have· ·the folloWing effect: (a) if only one
votes, his act binds all; (b) if more tha.n one votes, the act of the. majority. so .
. ·voting binds all; (c) if more than one votes, but the vole is evenly split on' any
particular matter, each faction may vote the securities iq· question
proportionally.
[f the instrument filed with . the secretary. shows. that any such
teilan,cy is held· in uneql,la1 interestS·, a majority or even-split. f.or the .purpose of
this Section 3.10 shall be a majority or even-split in inten:lsL .

of

.:iI

The Board
Dir~tors may adopt by resolution a procedure wherepy a
stockholder of the corporation may certify in writing to the .corporation that allor a portion of. the shares registered' in the 'name pf such stockholder are. held .
for the account of a specified person or persons. The resolution shall set forth·
(a) . the classification of stockholder who may certify, (b)' the purpose or
purposes for which. the certification may be made, (c)" the . form of .certification
and information to be contained. therein, (d) the n'umber of days before .or after
any record date or date of, closing of the stock transfer bookS, by -which' time
the certification must be received by the c9rporation to be .'effective for the
· record date or date of closing of the stock transfer books; and (e) s~ch other
provisions with respect to the procedure as are deemed ne~essary or desirable.
Upon receipt by the corporation of a certification complying with the procedure,
the persons specified in the certification. shall be deemed, for the purpose. or
purposes set forth in the. certification, to be "the holders of record of the.
nu~ber of shares specified in place of the shareholder making. the certification'.
(Idaho Code Section 30-1-2(£).
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Section 3.11 List of Stockholders. The secretary shall make, at least ten
(10) days before every meeting of stockholders, a complete record of the
stockholdl?rs entitled. to vote at such meeting or any adjournment thereof,
arranged In alphabetical order and showing the address of each stockholder and '
the number of shares ,registered in the. name of each stockholder. Such record
shall be open to the examination of any stockholder, for any purpose germane to
the me~ting, during ordinary business hours, for a period of at least ten (10)
days pnor to the meeting, either at a place within the city where the meeting is
to, be held, which place shall, be specified in the notice of the meeting or, if
not specified, at the place where the Jrieeting is to be held., The list shaH be
produced and kept open at the time and place of meeting, and shall be subject
to inspection by any stockholder during the whole time of the meetihg for the
purposes thereof. (Idaho Code Section 30-1-31).
,
'
Section ,3.12 Orgagization. At every meeting of stockholders, the Chairman
of the Board of. Directors, or, if a Chairman has not been appointed or is
abs'ent, the president, or, if the president is absent, the most senior vice
preside'nt present, or iil· the absence of any such officer, a chairman of the
meeting chosen by a majority in interest of the stockholders entitled' to vote,
present in person or by proxy; shall act 'as chairman. The, secretary or, in his
absence, an assistant secretary directed to do so by the presidenti shall act as
secretary ,of the, meeting.
'

of

persons for election
, Section 3.13 Nomination of Directors .. Nominations,
to the Board of Directors of this corporati.on' at the annual meeting of
stockholders may be made at such meeting by or at the' direCtion of the Board
'of Directors, by any nominating committee or person appoin ted by the Board of,
Directors, or by any stockh.older' of the corporati.on 'entitled to vote, for the
'election of direCtors at the meeting who timely c.omplies, with the n.otice
procedures herein set forth.
To be timely, a stockholder's notice must be
delivered to, or, mailed to and received by, the secretary .of the corporation at
the corporation IS principal executive, offices not later than the December, 31
immediately preceding the annual meeting.
Business Introduced. by StockholderS at Annual Meetings.
, Section '3.14
Where b1,lsiness intr.oduced by a stockholder is not ~pecified· in ,the notice of
annual meeting, then (in addition' to any other applicable requirements) for
business ,to be properTy' introduced by a stockh.older at _an annilal, meeting of,
stockholders, ,the stockholder must have given timely notite thereof in writing to
the secr:etary 'of the corporation. To be timely, a stockholder's notice must be
delivered to; Dr maile<;i to and received by, the secretary of the corporation in '
the same manner and subject to the same time requirements provided in Section,
3.13 of these Bylaws f.or stockholder notice .of nominations to the Board of
Directors. , A stockholderls notice must set forth, as t.o each matter the
stockh.older proposes to bring before the meeting, (a) a brief. description, of the
business desired to be brought before the meeting and the reasons for conducting
such bu~iness, at the meeting, (b) the name and record address of -the stockholder'
proposing such' business, ,(c) the class, series and number of shares of the'
corporation's stock which are beneficially owned by the stockholder, and (d) any
material interest of the stockholder in such business. ,

I
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Section 3.15
Informal Action by Stockholder.
Any action required or
permitted to be taken at a meeting of the stockholders may be taken without a
meeting if a consent in writing, setting for the action so taken, shall be signed
by all of the stockholders entitled to vote with respect to the subject matter
thereoF.
Such consent sha.Ilhave the same effect as a unanimous vote of
stockholders. ((daho Code Section 30-1-145).
ARTICLE IV
DIRECTORS
Section 4.1 - Number, Qualifications.
The number· of directors presently
authorized is three (3). The· authorized number of directors of the corporation
shall be fixed, and may be increased or de-creased, from time to time by the
Board of Directors either by a resolution or a bylaw duly adopted by the Board
of Directors. No decrease in the number of directors constituting the Board of
Directors shall· shorten the term of any -incumbept director. Directors need not
be residents of the State of Idaho- or stockholders unless so required by the
Articles of Incorporatio'n. If for any· cause the directors. shall not have been
elected at an annual meeting, they may be elected as soon - thereafter as
convenient at a special" meeting of the stockholders called for that purpose in
the manner provided by law or in these Bylaws. (Idaho Code Sections 30-1-28,
30-1-35 and 30-1-36).
Section 4.2 Term. Each director shall serve until the next annual meeting'
of stockholders and his successors. is duly elected and qualified, or until his
death" resignation or removal. (Idaho Code Section 30-1-36).
Section 4.3
Newly" Created -Directorships and VacanCies.
j\Jewly created
directorships reSUlting from any increase in the number of directors and any
vacancies on the Board,. of Directors reSUlting from-, death,. resignation,
disqualification, removal or other -cause shall· be filled by the:- affirmative vote of
a, majority _of the remaining directors then· in office (and pot by stockholders),
even if less than a quorum of the authorized Board of Directors. A director
elected to fill· a vacancy shall be elected for the unexpired term of his
The stockholders may elect his successor at _the next
predecessor in- office.
annual fJ1eeting- of stockholders or at any- -special 'meeting duly' called for that
purpose and held prior to the next annual meeti,!lg:
Section 4.4 Powers. - All corporate powers shaH be exercised by and under
the authority Qf, and the business and affairs of the corporation shall be
managed under the direction of, -the Board of Directors except as - may otherWise
be provided in the [daho Bl,lsiness Corporation Act" or the Articles of
Incorporation. (Idaho Code Section 30- [-35).
'
_
Section 4..5
Resignation .. - Any director may resign at any time" boy
delivering his wr~tten resignation 10 the secretary, such resignation to specify
whether. it wifl be effective at a particular time, upon receipt by the secreta-ry
or at the pleasure of the .Board of Directors. If no such .specification is made,. it
shall be deemed effective at the pleasure- of the Board of Directors. When one
or more directors shall resign from the Board of Directors, effective at a future
date, a majority of the directors then in office, including those who have so
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resigned, shaH have power to fill such vacancy or vacancies, the vote thereon to
take effect when such resignation or resignations shall' become effective; and.
subject to Section 4.3, each director so chosen shall hold office for .the
unexpired portion of the term of the director whose place shall be vacated and
.
until his successor shall have been duly elected and qualified.
Section 4.6 Removal. At a special meeting of stockholders called for the
purpose in the manner hereinabove provided, the entire Board of Directors, or
any individual. director, may be removed from office, with or without cause, and
one or more new directors may be ejected, by a vote of stockholders holding a
majority of the outstanding shares then entitled to vote at an election of
directors. If less than the entire Board of Directors is to be removed, no one
director may be removed if the votes cast against his removal would be
sufficient to elect him if then cumulatively voted at an election of the entire
Board of Directors. The holders of the corporation's Stated Value Preferred
Stock being entitled. to elect one (1) director by the provisions of the Articles
of Incorporation, the provisions of this Section 4.6 shall apply, in respect to the
removal of the director so elected, to the vote of the holders of the outstanding
shares of Stated Value Preferred Stock and not to the vote of the outstanding
shares as a whole. (Idaho Code Section 30-1-39).
Section 4.7 Meetings.
.
(a) Annual Meetings. . The annual meeting of the Board of Directors
shall be held immediately. after the annual meeting of stockholders and at the
place where such me~ting is held. No notice of an annual meeting of the Board.
of Directors shall' be necessaiy; and 'such meeting shall be held' forth.e purpose'
.of electing officers and transacting such other business as may. lawfully .come
before it. (Idaho Code Section 30.: 1-43).

I!

~

II

·1

(b) . Other Meetings. Regular and special meetings of the Board of
Directors, or of any committee -designated by the Board; may be held .at any
'place,within or without the State· of Idaho. (Idaho Code Sec~ion 30-1-43).
.

.

(c) Telephone Meetings. Any member of, the Board of Directors, or
of any committee' th~reof, may participate· in a meeting by means of conference
telephone or similar communications equipment by means of. :\:Vhich aU persons
participating in the. meeting can hear each other at the same time; and
participation in a meeting by such means shall constitute presence in person at
. such meeting; (Idaho Code Section 30-1-43).
'
(d) Notice of Meetings. Notice of the time and place. of any. regular
or special meetinE of the Board of Directors shall be given a t least three (3)
days previously' thereto by written notice delivered personally or mailed to each
director at his business .address, or by telegram; provided that the Board of
Directors may ·provide, by resolution, the time and place, either within or
. without the state of Idaho, for the .holding of re~ular meetings. without notice
other than such resolution. Any director may waive notice of any meeting, in
writing, at any time before or after the meeting. The attendance of a director
.at a meeting shall constitute a waiver of notice of such' meeting, except where a
director attends a meeting for the' express purpose of objecting to the
transaction of any business because the meeting is not lawfully called or
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convened. Neither the business to be' transacted at, nor the purpose of, any
reg~lar or ~pecial m~eting of the ~oard of Directors need be specified in the
notice or waiver of nottce of such meetmg. (Idaho Code Section 30-1-43).
.
.
(e) Waiver of Notice; Consent. The transaction of· all business at any
meetmg of the Board of Directors, or any committee thereof, however called or
noticed, or wherever held, shall be as valid as though taken at a meeting duly
held after regular· call and notice, if a ·quorum is present and if, either before or
after the meeting," each Of the directors not present signs a written waiver of
notice·, or a consent to holding such; meeting, or" an approval of the minutes
thereof.
All such waivers, consents or approvals shall be filed ·with the .
corporate records or made a ·part of the minutes of the meeting. (Idaho Code
Section 30-1-43, 30-1-144).

,

I
!

~

,

I
i

Section 4.8 Quorum and Voting.
(a) Quorum. A majority of the number of directors fIxed by or in
the· matter provided in Section 4.1 shall constitute a quorum· for the transaction"
of business at any meeting of the Board of' Directors. If less than such majority
is present at any meeting, a majority of the directors present may adjourn the
meeting· from time to time until the time fixed for the next regular meeting of
the Board of' Directors, without further notice other than by announcement at
the meeting. (Idaho Code Section 30-1 ~40).
. (b) Majority Vote. At each meeting of the. Board of Oirectors ·at
which a quorum Js p.resent, all, questions and business, shall be determined by a
vote of-a majority of the directors ·preserit; and the act of the majority. of the
'director~ present shall be the act of the Board of Dir.ectors, unless a "different
vote 'is required" by· law, the· Articles of Incorporation or these Bylaws. (Idaho
"Code Section 30-1-40).
"
ec) Presumption of· Assent A director of the corporation who is
present at a meeting of the, Board of Directors (or any committee' thereof). at· which action on any corporate matter is. taken shall be presumed to .have
assented to the action taken .unless his dissent shall be entered in the minutes.
of the meeting or unless he shall file his written dissent to such action with 'the
person acting as the secretary of the meeting before the adjournment thereof or
shall forward such disseht by registered mail to ~he secret~l::y. of the corporation.
within three (3) days after the· adjournment of the meeting. Such .right to.
dissent shall not apply to a director who voted in favor of such action. (Idaho
Code Section 30-1-35).
Section 4.9 Action Without a ·Meeting. Unless otherwise restricted by the
Articles of Incorporation Of these Bylaws,. any 'action required or permitted to be
taken at any meeting of the Board of Directors or of any committee thereof may
be taken without a meeting, if a consent in writing, setting forth the action s.o
taken, is signed by all members of the Board of Directors or of the committee, '
·as the' case may be. (Idaho Code Section .30-1-44).
Section 4.10
Fees and Compensation.
By resolution of the Board of
"Directors, a fixed fee or salary payable in cash or the corporation's stock' or any
combination thereof, with or without expenses of attendarice, may be allowed for
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serving on the' Board of Directors and/or attendance at each meeting of the ,
Board of Directors and at each meeting of any committee of. the Board of.
Directors. Nothing herein contained shaJI be construed to preclude any. director
from serving the corporation in any. other capacity as an officer, agent,
consultant, employee, or otherwise and receiving compensation therefor. (Idaho
Code Section 30-1-35) .
. Section 4.11 Performance of Duties. A director shall perform his duties as
director, including his duties as a. member of any committee of the Board of
Directors on which he may serve, if! 'good faith, in a manner' he reasonably
believes to be in the best interests of the corporation, and with such care, as an
ordinarily prudent person., i·n a like position would use under similar:
. circumstances. In performing his duties, a director shall be entitled to rely on
information, opinions,. reports or statements, including financial' statements and
other financial data, in each case prepared or presented by:

.i

I

I
i

.
(a)
One (1) or more' officers or employees of the. corporation
whom the' director· reasonably believes to be. reliable and competent in the
matters presented;
. (b) Counsel, public accountants or other persons as to matter~
which the director reasonably believes to be within such persons'.
professional or expert competence; or
.
(c) A committee 'of the Board' upon which he ..does not serve,
. duly designated in accor.dance wit a provision' of the· Articles of..
Incorporation or the Bylaws, 'as to matters within its designated authority,
which ·committee the director reasonab.ly believes to merit' confidence; but
he sh~U not be considered to be a-cting in good faith if he has knowledge·
concerning, the m~Hter in question that. would cause such reliance to beunwarranted ..
A person who so performs his duties shall have no liability. by reason of being
or having been a director of the. corporation. (Idaho Code Sections 30-1-35, 301-42).

i
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Settion 4.1i Committees.
. '(a) Executive Committee. The Board: of Directors may, by resolution
adopted by a majority of the full Board of Directors, appoint an' Executive
Committee to cqnsist of one' (l)- or more members of the Board of . Directors .
The Executive Committee, to the extent permitted by law and specifically granted
by the Board of Directors, shan have and may exercise when the Board. of
Directors is not in session all powers aQ.d authority of the 'Board of Directors in
tl;te management of the business and affairs of the corporation" except such
committee shall not have. the power, or authority to (i) declare dividends or
. distributions, (ii) approve or recommend, to stockholders actions or proposals
required 'by the Idaho .Business Corporation Act to. be approved by stockholders,
(iii) designate candidates for the office of director, for purposes of proxy
solicitation Of otherwise, or fill· vacancies on the Board of Directors or any'
committee. thereof, (Iv) amend the Bylaws, (v) approve a plan of, merger not .
requiring stockholder appro'vaI~ (vi) reduce earned or capital surplus, (vii)
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authorize or approve the reacquisition of shares unless pursuant to a general
formula or method specified by the Board of Directors, or (viii) authorize or approve the issuance or sale of, or any contract to issue or sell, shares or
designate the terms of a series of a class of shares, provided that the Board of
Directors, having acted regarding generaf authorization for the issuance or - sale
of shares, or any contract therefor, and, in- the case of a series, the designation
thereof, may, pursuant to a general formula or method specified by the Board by
tesolution or by adoption of a stock option or other plan, authorized a
committee to fix the terms of any contract for the sale of the shares and to fix
the terms upon which such shares may'· be issued or sold,.. including, without
limitation, . the price, th.e dividend rate, provisions for. redemption, sinking fund,
conversion, voting or preferential rights, and provisions for other features of·a
"Class of shares, or a series of a class of shares,. with full power in suoh
committee to adopt any final resolution. setting forth all the terms thereOf and
to authorize the statement of the terms of a series for filing with the Secretary
of State under the· Idaho Business Corporation Act. .(Idaho Code Section 30-142).

I
Ij

I

(b) - Other Committees. The Board ·of Directors may, by resolution
adopted by a majority of the full Board of D.irectors, from time to time appoint
such other committees as may be permitted by Law.
Such other committees
appointed by the Board of Directors shall consist of one (1) or more members of
the Boa·rd of Directors, and shall have such powers and perform such duties as
may be prescribed. by the resolution. or resolutions creating such committees; bur
in no event ~hall· such committee have the· powers denied to the. Executive
Committee in Section 4.12(a). (Idaho Code Section 30-1:-42) . . .

(c) Terms. The members of all·committees of the! Board of Directors
shaH serve ·at· the pleasure of the Board of Directors; . The Board of Directors,
subject to the provisions of subsections (a) or (b) of this Section 4.12, may. at·
any time increase or decrease the number of members of. a . cc;>mmittee or
terminate the existence of a committee. The memberstiip of a committ~e -member
shaH terminate on the date of h~s death or voluntary resignation.
Any
committee member may resign at any time by giving written notice to the
president or secretary of the corporation. Th.e Board of Directors may at ~ny .
time for any reason, with or without cause, remove any individual committee
member; and the Board of Directors may fill any committee vacancy ·created by
dealh, resignation, removal or increase in the number of members of .tnecommittee. The Board of Directors may designate one or· more directors as
alternate· members of any committee, who may replace .any absent or disqualified
member at any meeting of the committee; and, in additio.n, in the absence or
·disqualification of any member of a committee, the member or memb~rs th·ereaf
present at any meeting and not disqualified from voting, whether .or not he or
they constitute a quorum, _may unanimously appoint another member of the Board
of Directors to act at the meeting in place of any such absent or disquali.fied
member.
(d)
Meetings.. U.nless the Board of Directors shall otherwise
- prOVide, regular meetings of the Executive Committee or any other committee
appointed pursuant to· this Section 4.1 2 shaH be held at such times and places as
are determined by the Board of Directors, or by any such committee; and when
notice. thereof has been given to each member of such committee, no further
i

I
I

:i
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notice of such regular meetings need be given thereafter. Special meetings of
any such committee may be held at any place which has been designated from
time to time by resolution of such committee or by written consent of all
members thereof, and may be called by any director who is a member of such
committee; upon written notice to the members of such - committee of the time
and place of such special meeting given in the manner provided for the giving of
written notice to members of the -Board of Directors of the time and place of
special meetings of the' Board' of Directors; provided that notice of -a special
meeting need not state the business proposed to be transacted at the meeting.
Notice of any special meeting of an)! c.ommittee may be waived in writing at
any time before or after the meeting and will be waived by - any director by,
attendance thereat, except when the· director attends such special meeting for
the express purpose of objecting, at the beginning of the meeting. to the
transaction of any .business because the meeting is not lawfully called' or
convened. ~ach committee shall elect a presiding officer from its members and
may fix its own rules of procedure .which shall, not be inconsistent with these
Bylaws. It, shall keep regular minutes of its proceedings and report them to the
. Board of Directors for its information at the meeting thereof .held next after the
proceedings shall have been taken.
A majority of the authorized number of
members of any such- committee shall constitut~ a" quorum for the transaction of
, . busin,ess; and the act of a majority of those present at any meeting at which a
quorum is present shall be the act of such committee.

"(c) Responsibility. Neither the designation of an Executive Committee
or other committee, the delegation thereto of authority, nor action by such
'committee shall relieve the Board of Directors, or any member thereof,' of any
responsibility· or duty imposed ~Y law.
'
Section 4.13 Organization. At every' meeting of the Board of Directors,
the Chairman of the Board of. Directors,' or,' if a chairman has, not been
appointed or is absent, the president, or if the president is 'absent, the most
senior vice president, or, in the absence' of any such officer, a, chainnan of the
meeting chosen by a majority of the directors present, sheW preside. over' the
meeting; The secretary, or in his absence, an assistant s'ecretary' directed to do .
so by, the president, shall act as secretary of the meeting and -sneill keep regular
minutes of the proceedings of the Board of ,Directors".' "
Section 4.14
Director Conflicts of Interest. No contract or other"
transaction between the corporation and one or more, of its ,directors or any
other corporation, ,firm. association or entity in which one or more of its
director$ are directors or officers or are firiancially interested, shall be either
void or voidable because of such" relationship or interest- or because such director
or directors. are present at the meeting of the Board of Directors or a committee
.thereof. which authorizes, approves or ratifies ,such contract or transaction or
because his or their votes are counted for such purposes, if:
-J
"

"
(a) the fact of such relationship' or interest is disclosed· or known ·to
the Board of Directors or committee which authorizes; approves or ratifies' the
contract or transaction by a vote or consent sufficient for the purpose', without
'
counting th~ votes or consents of such interested directors; or
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(b) the fact of such relationship or interest is disclosed or known to
the shareholders entitled to vote and they authorize, approve or ratify such.
contract or transaction by vote or written consent, in which vote or consent
such interested directors may· participate to the extent that they are also
shareholders; or
.
(c) . the contract or transaction is fair· and reasonable· to the
.
corporation and the fact of such relationship or interest is fully and fairly
disclosed or known to the corporation.
Common or interested directors mai be· counted in determining the presence
of a quorum at a meeting of the . Board of Directors or a committee thereof'
which authorizes, approves or ratifies such contract or transaction.
ARTICLEV.
OFFICERS
I

I
i
I

I

Section 5.1 Officers Designated. . The officers of the corporation consist of
a president, one or more vice presidents (the' number .thereof to be determined
by the Board of Directors), a secretary, and a treasurer, each of whom shall be
elected by the Board of Directors. . The order of seniority of vice· presidents
shall be the order of their nomination,. unless otherwise determined by the Board
. of Directors. Such other officers and assistant officers as may be deemed
necessary may be elected· or appointed by the Board of Directors.. Any two or
more .offices may be l:Idd by the same person, except the offices of ·pr.esident
.
arid secretary. (Idaho Code Section 30-1-50).
Section·5.2 Tenure and Duties of Officers.
. (a) Term of ·Office. All officers shaH hold office at the pleasure of
the Board of Directors and until their successors shall have -been duly elected
and qualified, or until their resignation or removal. If the office of any officer
becomes vacant for any reason, the. vacancy _may be filIe<i by the Board of
.
Directors .. (Idaho Code Section 3D-I-50}.
.

,

1

-

(b)
The . President. The president shall ·be- -the principal executive
officer Qf the corporation and, subject to the control Qf the Board of. Directors,
shall - in general supervise and cQntrol all of the business and affairs Qf the
corporation. He shall, when present, preside at aU me~tings of the stockholders
and of the Board of Directors. . He may sign, - with the secretary or any other
proper officer of the corporation thereunto· authorized -by the Board Qf Directors,
.certificates for·· shares -Qf the cQrporation, any deeds, mortg.ages, bonds,
contracts, or Qther instruments which the Board of Directors- has authorized to
be executed·, except in cases where ~he signing and execution thereof silall be
. exp~es_sly delegated by the BQard of Directors. or by these Bylaws. to some other
officer or agent Qf the corporation·, Qr shall be required by law to be otherwise
signed Qr exe~uted; and in general the president shall perform all duties
commonly incident to. the office of president and such other duties as may· be
prescribed by the Board of Directors from time ~o time.
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(c) The Vice President. In the absence of the president or in the
event of his death, inability or refusal to act, the vice president (or in the
event there is more than one vice president, the vice presidents in the order
d~ignated at the time of their election, or in the absence of any designation,
then in the order of their election) shall perform the duties of the president
and, when so acting, shall have all the powers of and be subject to aU the
-restrictions upon the president. Any vice president may sigl1, with .the secretary
or an assistant secretary, certificates for shares of the corporation; and the vice·
president shall perform other duties commonly incident to the office of vice
president and such other duties as from- rime to time may be assigned to him by
the president or by the Board of Directors.
.
..
. .:.

"

J

I

I

I
i

-I
I

;j
~I

!

i,,

(d) The Secretary. The secretary shaH: (a) attend all meetings and
keep the· minutes of the proceedings· of the· stockholders and of the Board of
. Directors in one or more books provided for that purpose; (b) see that all
notices are duly given in accordance wit the provisions of· these Bylaws or as
required by law; (c) be custodian of the corporate records and of the sear of the
corporation and see that -the seal of the corporation is affixed to aU documents
the execution of which on behalf of the- corporation -under its seal is duly
authorIzed; (d) keep -. a register of the· post office address of each shareholder_
which -shall be furnished to the secretary by such shareholder; (e) sign, -with he
president, or a vice president, certificates· for shares of the corporation, the
issuance of which shall have been authorized by resolution -of the Board of
Directors; Cf) have general -charge of the stock _transfer boolq> of the corporation; and (g) in. general perform all - duties - commonly incident to the office of
secretary. and such o~er duties -as· from time to- time may be assigned to him by
the president or by the Board of Directors.
(c) The Treasurer. The treasurer shall: (a) have charge and custody
'of and: be responsible for all funds and securities of the corporation; (b) receive
and give receipts for monies due and payable- to the ~orporation from aIJY sour~e
-whatsoever, and- deposit all such monies ·in the name of the corporation in such
banks, trust companies or other _aepositories as shall be selected in acc()rdancewith the provisions of Article VI of these Bylaws; and (c) in general perform all
of the duties commonly incident to the office- of treasurer and such other duties
as from time to time may be assigned - to him by the president or by the Board
of Directors. If required by the Board of Directors, th~ treas.ur~r· shall give a
bond for ·the faithful di$charge of his duties in such sum- and with such surety
or sureties as the Board of Directors shall determine.
_
(f)
Assistant Secretaries --and Assistant Treasurers. _ The assistant
secretaries, when authorized by the Board of Directors, mq.y sign with the
president or a vice presi,dent certificates for shares of the corporation the'
issuance of which shall have been authorized by a resolution of the Board of
Directors. The. assistant treasurers shalL respectively, if required by the Board
-of Directors, give bonds for the faithful discharge- of their duties in such sums
and with such sureties as- the Board of Director. shall determine. - The assistant
secretaries -and assistant treasurers, in gen~ral, shall perform such duties -as shall
be assigned- to them. by the secretary or the treasurer, or by the president or
the Board of Directors.
.
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. Sectio~ 5.3 Resignations. Any, officer may resign at any time by glVlng
wntten notice to the Board of Directors or to the president or to the secretary.
Any such resignation shaH be effective when received by the person or persons
to whom such notice is given, unless a later time is specified therein, in which
event the 'resignation shall become effective at such later time.
Unless
otherwis~ specified in such notice, the acceptance of any such resignation shall
not be necessary to make it effective.
'
Section 5.4 Removal Any .officer or agent may be removed by. the Board
of Directors whenever, in its judgment; Hie best .interests of the corporation will
be served thereby; but such removal shall be without prejudice to the contract,
rights, if any, of the person, so removed. Election or appointment of an officer'
or agent shall not of itself create contracts rights., (Idaho Code Section 30.:151).
Section 5..5 Compensation. The compensation of the officers shall be fixed
,from time to time by the Board of Directors., No officer shalJ be prevented from
,receiving such compensation by reason of the fact that such officer is also a
director oflhe corporation.

ARTICLE VI,
EXECUTION OF CORPORATE.INSTRUMENTS AND,
, VOTING OF SECURITIES OWNED BY THE CORPORATION
"
Section ,6.1, Execution of Corporate Instruments. The Board of Directors
may, in its discretion, deter.mine the method and designate ,the signatory officer,
,or officers, or other pers.;m or persons, to execute on behalf' of the corporation
any' corporate' instrument or document, or to sign On behalf of, the corporation
the corporate name without limitation, or to enter into contracts on behalf of
, the corporation, except .where otherwise provided by law, or ,these ,BYlaws; and
such execution or signature shall be binding lJPop, the corporation. 'Authorization
granted' to ,any person hereunder may be general or confined to specific
instances.
, ,U nless otherwise' specifically determin~d by the Board of' Directors or
otherwise required by law, promissory, notes, deeds of. trust" mortgages and other
evidences 'of indebtedness of the corporation, and certificates of shares, of stock
.owned by the corporation, shall be executed, signed, or endorsed 'by the president
or any vice president, and by the. secretary or treasurer or any, assistant
secretary or assistant treasurer. 'All other instruments and documents requiring
the corporate signature may be executed as aforesaid or in such manner as may
. be directed by the Board of Directors. '

6.2 LOans. No loan shall be contrac,ted on behalf of the corporation and
. no 'evidence of indebtedness shall be i~ued in its name unless authorized by
Such authorization may be general or
'resolution of the Board of Directors.
'
confined to specific instances.
,6.3
Deposits and Checks.
All funds of the corporation not otherwise,
r;:mployed shall be deposited from time to, time to the credit of the corporation'
in such banks, trust 'companies or other depositories as the Board of Directors
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may select. AU checks and drafts drawn on banks or other depositaries on funds
to t~e credit of the corporation or in sp~cial accounts of the corporation shall
be signed by such person or persons as the Board of Directors shall authorize to
do so. Such authorization may be general or confined to specific instances.
Section 6.4 Voting of Securities Owned by the Corporation. AU stock and
?ther securities of other corporations owned or held by the corporation for
Itself, or for other parties in any capacity, shall be voted, and all proxies with
respect thereto shall be - executed, by the person authorized to do so by
resolution of the Board of Directors, qr; rn the absence of such authorization, by
the president or any vice president.
ARTICLE VII
SHARES OF STOCK
Section 7.1
Form and Execution of Certificates. Certificates repre.senting
shares of the corporation shan- be- in such-' form as shall be determined by the
Board of Directors. Such certificates shall be -signed by the president or a vice
president and 'by the secretary or an assistant secretary and ma.y -be sealed with'
the' corporate seal or a facsimile thereof. The signatures of such officers upon a
certificate may be facsimiles if the _certificate is manually signed on behalf of a
transfer agent or a registrar, other than the corporation itself or one of its
employees. In case any officer, transfer agent, or registrar who has signed or
-whose facsimile signature has been placed upon -a certificate shall have ceased. to
be such officer, transfer agent or- registrar -before· such certificate is issued, it
_may be issued by the corporation with the same effect -as if he were :suoh
officer, transfer agent or registrar at the date of issue. (Idaho Code Section
_ 30-1-23).. .
Section 7.2 Lost CertificateS. The corporation may issue a new certificate
. of stock in place of any certificate theretofore issued by the corporation alleged
to have been lost, stolen, destroyed or. mutilated; ·a,nd . the corporation may
require the owner -of such lost, stolen, destroyed or mutilated certificate,' or his'
legal representative, to give the corporation a bond sufficient to indemnify it -against any claim that may be made against the corporation on . account of the'
alleged loss, theft, destruction.or .mutilation of any -such certifica~e or the
issuance of such new certificate.
.
Section 7.3 Transfers. .Each certificate for shares shall be consecutively
numbered or otherwise. identified. The name and address of the person to whom
the ·shares represented thereby are issued, with the -number of shares and date ofissue, shall be entered on the stock transfer books' of the corporation.
All
certificates surrendered to the. - corporation' for transfer shall be cancelled; and,
except as· provided in Section 7.2, no new certificate shall be issued until the
former certificate for a like number· of shares shall have been surrendered and
cancelled. - Transfer of record of shares of stock of the corporation shall be
-made only on the stock transfer books of the corporation by the holder of
record ther~of or by his legal representative, who shall furnish proper evidence
of authority to transfer,or by his attorney thereunto authorized by power of
attorney duly executed and filed with the secretary of the corporation, and on
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surrender for cancellation of a properly endorsed certificate or certificates for a
like number ofshares.
.
Section 7.4
Fixing Record Dates.
In order that the corporation may
determine the stockholders entitled to notice of or to vote at any meeting of
stockholders or any adjournment thereof, or to express consent to corporate
action in writing without a meeting,· or to receive payment of any dividend or
other distribution or allotment of any rights. or to exercise any rights· in respect
of any change, conversion or. exchange of stock or for the purpose of any other
lawful action, the Board of Directors may provide that the ~tock transfer books
shall be closed for a stated period out' not to exceed, in any case, fifty (50)
days. If the stock' transfer books shall be· closed for the purpose of determining
stockholders entitled to notice of or to vote at a meeting of stockholders, SUC9,
books shaH be close~ for at least ten (10) days immediately preceding such.
meeting. In lieu of closing the stock transfer books, the Board of Directors may
fix, in advance, a record date for any such determination of stockholders. Such
record .date. shall be not more than fiftY,(50) days and, in the case of a meeting·
of' stockholders, not less than ten (10). days prior to the date on which. the
particular action, requiring such determination of stockholders, is to be .taken.
If the stock transfer books are nor closed and no record date is flxed: (5) the
record date for determining stockholders entitled to notice of or to. vote at a
meeting of stockholder shall be at the dose of business on the day on whic.h,
notice is mailed, or,. if notice is waived, at the cIqse of business on the ,day next
preceding the day on which the meeting is· held.i· (b) the record date for
. -determining ·stockholders entitled to express consent to' corporate action in'.·
writing without a meeting, when no prior action by the Board of .Dire~tors is·
necess·afY, shall .be the day on which the first written consent is expressed;.,and·
(c) the record date for determining stockholders for any other purpose. shall' be:
·at the close of business on the -day on which the BO.l!-rd of Directors adopts the
resolution relating thereto.
A determination of stockholders of re~ord entitled
· to notice of or to vote at a meeting of stockholders shall apply to any
adjournment of the meeting; provided, however,. that the BOard of Directors may
fix a new record date for the adjourned meeting. (Idaho Code Section 30-1-30).
.
Section 1.5' Registered Stockholders. The corporation shall- be entit.led to'
recognize the exclusive right -of a person registered hi its books as the owner 'of
· s~ares' to. receive dividends and· to .yote_. as such owner, .and .shall not be bound
to recognize any equitable or other claim to' or 'interest in such share or shares
. on the part· .of any other person whether or not it shall have express or other
notice thereof, except as otherwise pr~vided by the laws of Idaho.

,

1

Section 1.6 IsSuance. Transfer and Registration of Shares. The Board of
Directors may make such rules and regulations, not 'inconsistent with law Or with
these Bylaws, as it may deem advi~able' concerning the issuance, transfer and
registration of· certificates for shares of the capital stock. of the corporation.
The Board of Directors may app~int a transfer agent or registrar of. transfers, or
,both, and may require all certificates' for' shares of the corporation to bear the
signature of either or both.
.

I
.,.,
.,
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ARTICLE VIII
OTHER SECURITIES' OF THE CORPORATION
Section 8.1 Execution of Other Securities. AU bonds, debentures and other
corporate securities of the corporation,. other than stock' certificates, may be
signed by the president or any vice president, or such other person as' may be
authorized by the Board of ,Directors; and the corporate seal may be impressed
thereon or a facsimile of such seal imprinted thereon and attested by the
signature of the secretary or an assistant secretary; prov,ided,. however, that
where any such bond, deqenture' o'r other corporate security. shall be
authenticated by the manual ,signature of a trustee under an indenture pursuant:
to which such bond, debenture or other corporate security shall be issued, the
signatures of the persons signing ·and attesting the corporatesea[ on such -bond,
debenture or other :corporate security may be the imprint facsimile of the
Interest coupons appertaining to any ,such bond,
signature of such persons,
debenture or other corporate security, authenticated by. a trustee as aforesaid,
shall be Signed by the' treasurer or an assistant treasurer of the corporation or
such other person as· may be authorized by the Board of Director, or be
. imprinted thereon the facsimile signature of such person, In case any officer
who shall have signed or ·attested any bond,. debenture or other corporate
security, or whose facsimile signature shall appear thereon or on any such
interest coupon, shall have ceased to be such officer before the bond, debenture
or other corporate security so signed or attested shall have been delivered, such
bond, deQenture or other corporate security- nevertheless may be adopted by the:
corporation and issued and delivered as though the ,person who signed the same
or' whose facsimile signature shall <have been used thereon had not ceased to· be. such officer of the corporation.
'
ARTICLE IX
DIVIDENDS

II
:i

I

Section 9.1 Declaration and Payment of Dividends: Dividends upon the
capital stock of the corporation, subject' to the provisio,ns of the Articles of
Incorporation, if any, may be declaTed by the .Board of Director pursuant to law
at any regular or special meeting. Dividends may be paid by the corporation in,
cash, in property, or in shares of its ~::lpital stock, subject to the. pro'(isions of.
the Articles of Incorporation. (Idaho .Code 'Section 30-1-45).'
' .
.
,Section 9.2 Dividend Reserve, Before 'payment of any dividend, there may
be set aside out of a,ny funds of the corporation available for dividends such sum
or ,sums as the Board of ,Directors may from time ,to lime, in its absolute
discretion,' think proper as a reserve or reserves to meet contingencies,' or for
eq ualizing dividends, or for repairing or maintaining any property of. the
corporation, or for such other' .purpose as the Board of Directors' shall think
conducive to the interests of the corporation; and the Board of Directors may
modify or abolish any such res<;!rve in the'manner in which it was created.
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ARTICLE XI .
INDEMNIFICATION OF DIRECTORS, OFFICERS.
EMPLOYEES AND OTHER AGENTS
Section 11.1

Directors and Executive Officers

The corporation shall

indem~ify the directors and executive officers of the corporation or another

enterpnse to the full extent permitted by the Idaho Business Corporation Act, as
the same exists or may hereafter be amended (but, in the case of any such
amendment, only to the extent that s(.!.ch -amendment permits the corporation to
provide broader indemnification rights than said Act permitted' the corporation to
provide prior to such amendment); provided, however, that the corporation may
limit the extent of such indemnification by individual ·contracts witb its directors
an executive officers; _and provided, further, that the corporation shaH not be
.. required to indemnify any director or executive officer in connection with any
proceeding (or part thereof) initiated by such person or any proceeding by such
person against the corporation or it directors,. officers, employees or. other
agents unleSs (a) such indemnification is expressly required to be made by law;
. (b) the proceeding w~s authorized by the Board of· Directors of the corporation
or (c) such indemnification-·is 'provided by the corporation~in its· sole' discretion, .
pursuant to the- powers vested in the corporation under the· Idaho Business
Corpor.ation Act~ (Idaho Code Section 30-1-5(a),(b)).
Section 11.2 Other OffiCers, Employees and Agents. The corporation shaH
have the power to- indemnify other -officers, employees and otlieragerits of the
corporation or another enterprise as set forth in the Idaho Business Corporation
'.
.
Act. (Idaho Code Section 30-1-5(a),(b». Section 11.3 -Good Faith. For purposes of any determination under this
Bylaw, a director, officer, employee or other agent of the corporation or another
enterprise shall be deemed to have acted in good" faith and in a manner he
reasonably believed to be in or not opposed to the_ best interests of the
corporation, and,. with respect to any criminal action or proceeding, to have had
rio reasonable cause to believe that his' conduct was' unlawful, if his -action IS
based on the records or books of account of the corporation or ~nother
enterprise, or on information supplied or reports made to him by the .officers of
the corporation or another enterprise in the course of their duties, or on the
advice of legal counsel for the corporation - or another enterprise or on
. information or record!?. giv~n.· or reports made to the - corporation .Of another
enterprise by an independent certified public accountant or- by an appraiser or
other' expert selected with reasonable care by the' corporation. or anot~er
enterprise. The provisions of this SeCtion 11.3 - shall not be' dee~ed to be
exclusive and/or to· limit in any way the circumstances in· which "a person may be
deemed to have met theapplicabJe standard of conduct set forth 'by' the Idaho
.
Business Corporation A~t. (Idaho Code Sections 30-1-5(a),(b); 30:-1-35).
Section ll.4Another Enterprise. The term ~another enterPriseH as used in
this Article XI shaH mean any other corporation, partnership, joint venture, trust
or other enterprise, including any employee benefit plan, of which a person is or
was' serving at the request of the corporation as a director, officer, employee or
other agent. (Idaho Code Section 30-1-5(a),(b».
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Section 11-5 Expenses. The corporation shall -advance, prior to the final
?isposition of any. proceeding, promptly following request therefor, all expenses
. Incurred by any director, officer, or employee or other agent of the corporation
or another enterprise in connection with such proceeding upon receipt of an
undertaking by or on behalf of such person to repay said amounts if it should be
determined ultimately that such person· is not entitled to be indemnified under
this Article XI or otherwise. (Idaho Code Section 30-I-S(e)).
.'
.'
.
Notwithstanding. the foregoing, unl~ss. otherwise determined pursuant to
Section 11.6, no advance shall be mage by the corporation if. a determination is
reasonably and, promptly made (a) by- the Board of Directors by a' majority vote
of a quorum consisting of d.irectors who were not parties to the proceeding, 'or'
(b) if such quorum is not· obtainable. or, even' if obtainable, a quorum of
. disinterested directors so directs, by independent legal counsel in a written
opinion that, based upon the facts known to the decision .. making party. at the
time such determination is, made, such person acted in bad faith or in a manner
that such person did' not believe to be in or not opposed to the best interests of
,the corporation, or, with respect to' any criminal proceeding, such person
believed or had -reasonable cause to' believe that his' conduct was unlawful.
. (Idaho Code Section 30-I-S(d».
.
, Section' 11.6
Enforcement.
Without the necessity of entering into' an
express ·contract, all rights to, indemnification and advances under this Article XI
shall be 'deemed to becontractuai rights and to be effective to the same, extef!.l
and as if provided for' in a contract b~tween :the corporation and· the person who
serves as a. director, officer, employee or other agent of the corporation or
another enterprise at any time while .this Article X[ and relevant 'provisions' of
the Idaho Business Corporation Act . and other applicable law, if any, are- in.
~ffeCL
Any right to indemnification, or advances granted by this Article x~ to
. any person shall be enforceable by or on behalf of the person holding such fIght
in any court of competent jurisdiction if (a) the claim for indemnification or
advances is denied, in whole or in part, or (b) . no. dis'position of such claim is.
made within ninety (90 days of request therefor.
The claimant in sUGh
enforcement action, if .successful> in whole or in part, shall be entitled to be paid>
It shall be a defense to any such
also the expense of prosecuting his claim.
action that the claimant has' not met the standards of conduCt which make it
permissible under the Idaho.' Business Corporation Act for· the corporation to
iqdemnify the claimant for tlw amount -claimed; but - the burden of proving such
defense shall' be on. the' corporation.
Neither the failure of the corporation.
(including its Board of Directors, independent legal- counselor its stockholders)
to· have made a determination' prior to' the commencement of such action that
indemnification of the claimant is proper in the circumstances because he has
met. the applicable. standard of . conduct set forth in the' Idaho Business
Corporation Act, nor an actual determination by the corporation (including its
Board of Directors, independent legal counselor its stockholders) that the
>claimant has not met such applicable standard of conduct, shall be a defense to
the action or create a presumption that claimant has not> met >the applicable
standard of conducl
Section Il.l' Non-Exclusivity of Rights.
The rights conferred on any
person by this Article XI shall not be exclusive of any other tight to which such
person may now or hereafter be entit.ied >under any statute, provision of the

BYLAWS OF A.LA., INC. - P. 19

207
AFFIDAVIT OF REED TAYLOR
AIA001487

Articles of Incorporation, or Bylaws, agreement, vote of stockho1gers or
disinterested directors or otherwise, both as to action in his official capacity and
as to action in another capacity while holding office.
The corporation is
specifically authorized to enter into individual contracts with any or all
directors, officers, employees or' other' agents' of the corporation or another
enterprise respecting indemnification and advances,' as provided by law., (Idaho
Code Section 30-1-5(f).
Section 11.8 Survival of Rights. The rights conferred on any person by
this Article XI shall continue as to a person who has ceased to be a director,
officer., employee or other agent of the corporation or another enterprise and
shall inure to the benefit of the heirs, executors and administrators such a'
person. (Idaho Code Section 30~ 1-5(i».
,
Section 11.9 Ainendments.Any repeal
shall only be prospective and shall not affect
effect at .the time of .the aHegedoccurrence
that is 'the cause of ,any proceeding against
another enterprise.

or modification of this Article XI
the' rights under th~s Article XI in,
of any action or omission to act
any agent of the .corporation or

'Section 11.10 Savings ..Clause.
If this Article XI ,of, the Bylaws or any
portion hereof shall be invalidated on any ground by any court of competent
jilrisdiction, then the corporation ,shall nevertheless indemnify each agent to the
full extent permitted by, any applicable portion of this Article, XI that shall not
have been invalidated, or by any other applicable law.
ARTICLEXlf
'NOTICES

I:
1

I
j

'I

I

,;

'Section 12.1
Notice to' Stockholders.. . Whenever under any provision of
.these .Bylaws notice is required to be. given to any stockhold~r, it shall be' given
in writing, .timely and duly deposited ,in the United S~ates mail, postage prepajq,
and addressed to his' last· known ·post office address as shown by the stock
traI?-sfer 'books of the corporation or its ·transfer agent· or: to such other last
known address of which the corporation may have notice. Such notice to any
, stockholder shall be deemed to be, delivered when deposited. in the:, UnW:d Sta~es'
mail in accordance with this Section (2.t- ,(Idaho Code Section 30~1-29).' " .
'.
Section 12.2 Notice to Directors. Any notice reqUired to be given to any
director may be given by the method stated in· Section 12.1, o~ by telegram,
except that such notice other than Qne which is, delivered personally shall be
sent to such address as such director shall have filed. in writing with, the
secretary. or, in' the 'absence of such filing, to the last known post office
address of such director. (Idaho Code Section 30-1~43).
Section i2..3 Address Unknown. If no address of a stockholder or director
be known, notice may be sent to the office of the corporation requi~ed' to be
maintained pursuant ~o Section 1.1 hereof.
Section 12.4 Affidavit of Mailing. An affidavit of mailing, exeCuted by a
duly authorized and competent employee of the corporation or, its transfer agent
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appointed with respect to the class of stock affected, specifying the name and
address or the names and addresses of the stockholder or stockholders, or
director or directors, to whom any such notice or notices was or were given,
and the time and method of giving the same, shall be conclusive evidence of> the
statements therein contained.
Section 12.5 Time Notices Deemed Given. All notices given by' mail, as
above provided, shall be deemed to have been given at> the time of mailing; and
aU notices given by telegram shall be deemed to have been given at the sending
time recorded by the telegraph company .tra~smitting the notices ..
Section 12.6 Methods .of Notice. I t shall not be necessary that the same>
method of giving netice be employed in respect of all directors> or shareholders:
One permissible method may be employed in fe'spect of any> one or. more
directors or shareholders; and any other permissible method. or methods may be
employed in respect of any other or others.
. Setti<>n ..12.7 Failure to Receive Notice. The period or limitation of
within which any stockholder may exercise any option or right, or enjoy
privilege .or benefit, Qf be required to aCt, or within which· any' director
.exercise any power or right, Of enjoy any privilege,· pursuant to any notice
him in the manner above provided, shall not be affected or extended in
rp.anner by the failure of such stockholder Of such director to receive
notice.

j

1

I

I
\
!

I

.1

!

~i

I

(

time
·any
may
sent
any
such.

NO.lice to person with Whom Communication is Unlawful.
Section 12.8
Whenever notice is required to be given, .. under any provision of law . .or of the
.Articles' of Incorporation or Bylaws of the corporation, to any person with whom
communication is unlawful, the giving of such notice to such person shall nor be
required. and there shall be no duty to apply to any governmental authority or
agency for a license or permit to give. such· notice ·to such person. Any action
>or meeting which shall he taken or held without notice to any such person with
whom 'communicatio,n is unlawful shall have the same force· and effect as if su.ch
notice had been duly given.
In the event that the action taken by the
. corporation is such as to require.. the filing of a certificate under any provision·
of the fdaho' Business Corporation Act, the certificate shall state, if such is the
fact and if. notiCe is required, that - notice. was .given to all persons. entitled to
receive notice except such persons with whom communications is unlawfuL
. Section 12.9 Waiver of Notice. Whenever any . notice is ft~quired to be
given to ·any stockholder or director of the corporation,' under the provisions 'of
these Bylaws or und~r' the provisions of the Articles of. Incorporation or under
the provisions of the Idaho Business Corporation Act, a waiver thereof in writing
·signed . by the person or persons entitled to such notice, whether: ·before or after
the time stated therein, shall' be deemed equivalent to the giving of such notice.
(Idaho Code Section 30-1-(44).
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ARTICLE XIII
AMENDMENTS
Section 13.1 Amendments. These Bylaws may be altered, amended or
repealed and new Bylaws may be adopted by the Board of Directors or by the
stockholders at any regular or special meeting.
ARTICLE XIV
LOANS TO DIRECTORS,AND OTHERS
Section 14.1 Certain Coroorate Loans and Guaranties, The corporation may
make loans of mon.ey or property to, or guarantee the' obligations of, or
otherwise use its credit to assist any 'officer or other- employee of the
corporation, its parent" or a subsidiary, including any such person who is also a
director of the corporation or its parent or any subsidiary, or adopt an employee
benefit plan or plans authorizing such loan, guaranties or other assistance" upon
the ,approval of the Board, of Directors alone .if the Board of Directors
determines that 'such' a loan or guaranty or plan, may reasonably be expected to
benefit the corporation.
In all other circumstances, the corporation shall not
lend money or to use its credit to assist its directors without authorization in
the particular case by its stockholders. (Idaho Code Section 30-1-47».
ARTICLE XV
SALE OF STOCK

Section 15.1 Right of First RefusaL No sale ,of stock shall' be made by
any stockholder or the heirs, executors, administrator, or assigns of any
stockholder to any person(s) or entity ("prospective, purchaser"), except, in
pursuance of the, following terms and conditions:
,

,

(a) In the event any stockholder desires to sell his stock, or 'any
portion thereof, to any prospective purchaser, he shall first submit to the
stockholders of the corporation, reasonable written evidence of the agreement to
purchase sitid stock, by such third person and the price and complete terms
agre~ to be paid therefor.,
,
(b) In the event the remaining stockholders agre~ to purchas~ such
stock at the same price and upon the same terms which the stockh~lder is to
receive from said third party, then the stoGk shall be sold to the stockholders of
the corporation in such proportionate ?mounts as their respective st<!ck bears to
the entire stock' held by the stockholders of the corporation, exclusive of the
shares' owned by the selling stockholder, or in such proportion as such
,stockholders may agree.
(c) In the event that any of the' remaining stockholders do, not desire
to purchase such stock, then such stock shall be sold at the price aforesaid to
such of the st<!ckholders who may desire to purchase the same, and in the same,
proportion as above specified.
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(d) No stock shall be sold to any person other than the stockholders
of the corporation until each of the stockholders shaH have been afforded an
opportunity to purchase such stock at the price and terms as aforesaid, and shall
.
have declined to do so.
(e)
Notice in writing to the stockholders of the corporation of the
desire of any stockhol.der to ~ell his stock shall be given by such stockholder;
and, at the same time, reasonable evidence shall be funlished to the stockholders
Stockholders shall have
as to the price and terms as hereinbefore set forth.
. thirty (30) days' time after the receipt· of said notice within which to elect in
If at the end of such.
writing to purchase such stock or to decline to do so.
thirty (30) day period all· remaining stockholders have declined in writing, or
have not taken any action, then the stockholder desiring to sell his stock shall
sell such stock to· the prospective purchaser named in the agreement to purchase
. such stock, and to that prospective· purchaser only; and such stock shall be sold.
in precise accordance with the price and terms set forth in such agreement to
purchase. . Satisfactory evidence· of compliance with the terms of the foregoing
restriction upon the transfer of stock of this corporation shall be submitted. to
the Board of Directors, and accepted by them, before· any such transfer shall be
effective.
Section 15.2 Stock Transfer Restrictions. Each certificate of stock of the
corporation shall have the following legends conspicuously typewritten or printed
upon its face: .
"The s~ock represented by this certificate is. not transferable
unless first offered to the stockholders of the corporation
in strict compliance with Article XV of the BylaWS of the,
corporation."
"The securities represented .hereby have not been registered'
under the Securities Act of 1933 or any State Securities
Act. Any transfer of such securities will be inv~lid unless a
registration statement" under said Act(s) is in effect as to
such transfer or in the opinion of counsel for the· company
such registration is unnecessary in order for such transfer
to comply with said Act(s)."
Section 15.3

Subchapter "S'" Corporation.

If an. election to 'be treated as

an "s" Corporation under the Internal Revenue Code of 1986 9r any amendment
thereof ("Code") shall then be in effect, no shares of the corporation's stock
may be sold to any person or entity which, at such time, would not be a
qualified stockholder of an NS" Corporation under such Code .
The foregoing Bylaws of A.I.A.• ,INC., an Idaho corporation,we54~ted at
.'
the meeting of the Board of Directors of the corporation held the,
day of

January 198',

.

{t

.

I

!

BYLAWS OF A.I.A., [NC. - p. 23

Zil
AFFIDA VIT OF REED TAYLOR

AIA001491

Reed J. Taylor
7498 Lapwai Road
Lewiston, ID 83501
February 25, 2007

Via facsimile
Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
Re:

AlA Insurance, Inc.

Dear Mr. McNichols:
As you know, I have elected to vote the shares pledged to me to remove the Board of
Directors and name myself as the sole director of AlA Insurance, Inc. John Taylor has
been removed as a director and officer, and is terminated as an employee of AlA
Insurance, Inc. John Taylor is not authorized to transact any business or to be a signatory
on behalf of AlA Insurance, Inc. He is also not authorized to enter into or use any credit
arrangements on behalf of AlA Insurance, Inc.
This letter is also demand that you are not authorized to represent AlA Insurance, Inc. in
the pending court case or to expend any funds provided by AlA Insurance, Inc. for the
representation of any of the defendants. If any funds have been provided to you or any
funds placed in your trust account which was paid by AlA Insurance, Inc., demand is
made to you to return the funds to me at my attorney's office.
I presume that you will work with me to ensure a peaceful transition of AlA Insurance,
Inc. to me on Monday morning. If this will not be the case, I would appreciate you
advising me. In the meantime, there is an agreement with the Lewiston Police
Department that no persons are authorized to enter the office and no property or
documents may be removed by any person.
This is also demand that no documents be destroyed, altered or removed. Thank you for
your assistance.
Sincerely,

~

Reed J. Taylor

cc: David Gittins via facsimile
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SUBORDINATION AGREEMENT
'This Subordination Agreement ("Agreement") is entered into as of December 1, 2006, by
and between Donna J. Taylor, a single person ("Donna") and Reed J. Taylor, a single person
("Reed"). Reed and Donna are hereinafter referred to individually as a "Party" and/or collectively
as the "Parties."
NOW, THEREFORE, in consideration of the mutual promises contained in this
Agreement, the sufficiency of which is acknowledged as sufficient, full and complete
consideration for this Agreement, the Parties agree as follows:
1. Subordination. Dom1a agrees to unconditionally and irrevocably subordinate all
amounts and obligations owed to her under the Series A Preferred Shareholder Agreement
between AlA Services Corporation ("ALA Services"), Donna and Reed dated July 1, 1996
(including any modifications thereto, if applicable) to be junior to all payments (including
principal and interest), obligations, rights and/or remedies owed to Reed by AlA Services, AlA
Insurance, Inc. ("AIA Insurance") andlor any other person or entity. The effect of this Agreement
shall be to make all obligations and/or amounts owed to Donna Taylor by AIA Services
Corporation, AlA Insurance, R. John Taylor and any other person or entity subordinate and
junior to all amounts and obligations owed to Reed by the foregoing persons and entities under
the agreements identified in Section 2. Reed shall be entitled to collect all amounts owed to him
before Donna's Preferred A Shares of AIA Services are redeemed or any further payments are
made to Donna. The effect of this Agreement shall be to permit Reed to collect, litigate, obtain
judgment, and/or enforce any and all rights and remedies which relate in any way to the $6
Million Promissory Note, plus all accrued interest, costs, expenses, and attorneys' fees owed to
Reed through the various agreements set forth in Section 2 below. This Agreement may result in
Reed obtaining payment, assets, and/or judgments which represent some or all of the amounts
owed to him, while Donna's rights will be junior and inferior to Reed. Donna authorizes Reed to
provide copies of this Agreement to any person, entity or court as Reed may unilaterally elect in
his sole discretion.
2. Agreements Affected by Donna's Subordination. Donna expressly subordinates all
amounts, rights, obligations, and remedies owed to her in favor of (and junior to) Reed J. Taylor
under the following agreements (including all claims, remedies, rights under such agreements):
(a) $6 Million Promissory Note between Reed and AlA Services Corporation ("AlA Services")
dated August 1, 1995; (b) Stock Redemption Restructure Agreement between Reed, Donna and
AlA Services dated July 1, 1996; (c) Amended and Restated Stock Pledge Agreement between
AlA Services and Reed dated July 1, 1996; (d) Amended and Restated Security Agreement
between AIA Services, AlA Insurance, Inc., and Reed dated July 1, 1996; and (e) Letter between
Reed, R. John Taylor, and Donna dated February 27, 2001; (f) Series A Preferred Shareholder
Agreement between AlA Services, Donna and Reed dated July 1, 1996; and (g) any other
agreement, contract or promise of any kind or nature.
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3. No Waiver of AlA Services Corporation's Defaults. The Parties acknowledge and
agree that the execution of this Agreement shall not constitute either Party's waiver of AIA
Service's defaults on payments due to Donna. This Agreement simply subordinates all amounts
and obligations due to Donna under the Series A Preferred Shareholder Agreement in favor of
amounts and obligations owed to Reed.
4. No Waiver of Personal Indebtedness. The Parties agree that this Agreement shall
not waive, modify or extinguish any personal indebtedness which may be owed by R. John
Taylor or Connie Taylor to either Party for any debt, claim or cause of action.
5. Voluntary Execution. In executing this Agreement, the Parties acknowledge that
they have either consulted with an attorney prior to executing this Agreement or have elected to
enter into this Agreement without consulting an attorney. The Parties acknowledge that they
have executed this Agreement only after careful independent investigation, voluntarily and
without fraud, duress or undue influence. The Parties expressly waive any and all defenses
which may be later alleged or pled relating to lack of or failure of consideration. The Parties
expressly agree that their mutual promises are adequate and more than sufficient consideration
for this Agreement.
6. Right, Power and Authority. The Parties warrant to each other that they have the
right, power and authority to execute and enter into this Agreement. Donna represents that she
has not assigned her rights to any payments or other rights in the Series A Preferred Shareholder
Agreement to any person or entity.
7. Effect. This Agreement shall be binding upon and inure to the benefit of each Party to
this Agreement, together with his/her agents, spouses, heirs, executors, administrators,
successors, and all persons now or hereafter holding or having all or any part of the interest of a
Party to this Agreement. If any dispute, conflict, or question arises between the Parties regarding
any interpretation of this Agreement and/or the law, the Parties agree that the terms, conditions,
and obligations created under this Agreement shall not be construed and/or interpreted against
the drafting party.

8. Applicable Law. The Parties agree that this Agreement shall be interpreted under the
laws of the State ofIdaho and venue of any dispute shall be in Nez Perce County, Idaho.
9. Counterparts and Facsimile or Scanned Transmission. This Agreement may be
executed in counterparts, each of which shall be deemed an original instrument. Facsimile or
scanned transmissions of any signed original document, or transmission of any signed facsimile
or scanned document, shall be the same as delivery of an executed original. At the request of any
of a Party, the Parties shall confirm facsimile transmission signatures by signing and delivering
an original document. The Parties may execute duplicate originals of the Agreement.
10. Assignment. Reed may assign this Agreement andlor any rights under this Agreement
without Donna's consent.
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11. Further Assurances. Donna and Reed agree to execute any and all further documents,
pleadings, agreements and the like necessary to carry out the tenns and intent of this Agreement.
The Parties hereby execute this Agreement as of the date indicated above.

Donna J. Tay

r
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LnBE
s made and enterad into this ~ day of
by and between WASHINGTON. pl\.NK PROPERTIES, a
wasngtOil ganera partner.hip ("Lessor"-l,. and.A.:r .A. :;:NSURANCE,
INC., an Idaho co oration ("Lessee").

~

LEASE

IS

f:"-.;;..;:::.;...::::~.:..::...'

1993 I

The partin

erain

do hereby covenant and agree as followe:

1.
.
Lessor, for and in consideration of the
rentals hereinaft r provided Ilnc! the covenants and agreements
hereinafter conta 'ned, does herE:cy demise, let and lease unto
Lessee the propert described on Ex:-..;.tit "A" attached hereto and by
this reference
ncorporated here.Lll, and all buildings and
improvem~nts locafd thereon (the "Premises").
2.
~.
T e term of this Lease shall be fifteen (15) years
commencing on Ja uary 1, 1994, and terminating at midnight on
December 31, 2009.
3.

Rental ,nd other Chargee.

A.'
. Lessee oovenants and agrees to pay
to Lessor monthly ent in advance on the first day of each month of
the term of this L aee, without Lessor demand therefor or any right
of setoff by Less~e, as follows I
Months
Months
Months

through 60;
1 through 120:
21 through laO;

B.

charges to be pai
Lessor. with the f
of setoff.

$22,600.00
S.D, 600.00
$25,375.00

Al~
additional rent and other
Lessor by Lessee hereunder shall be paid to
payment of monthly rental without right

C.
_~-=:-"",e....
In the event any installment of rent,
additional rent or other charge due hereunder is not paid when due
and remains unpaid for fifteen (15) days thereafter, a late fee of
two percent (2\)
f the amount due shall be paid by Lessee to
Lessor for each
th such amount remains unpaid.
D.
(1) Primary Payment Address. Except as provided in
subsection (2) be ow, all monthly rental payments and all other
payment a and char s due hereunder ahall be made to Lessor at its
notice address.

Alternatiye Payment Address.
Commencing on
o long ~hereafter as the Promissory Note dated
December 3D, 1993 made by Lessor (the "Purchase Note") haa a
remaining princip 1 balance due, monthly rental payments and all
other payments and charges to be paid by Lessee hereunder ahall be
made to Lessor at he following address I
J :\COUll \HlH71 \OOOl!U1.l

-1-
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Escrow ccount #298
Land Ti Ie company of Ne% Perce County, Inc.
1230 Id,ho Street
P.O. Bo

1536

Lewisco , ID
4.

83501

~.

A.
m
Lessae agrees and
covenants to pay t~lic authorities charged with the
collection thereo , ~ as the same shall becQme due and
payable, all taxe , general and special, permits, inBpection and
license fees, 100 1 improvement district asaessment~, and other
public charges or ssessmenta whether of a like or different nature
levied upon or a sessed against the Premises or any buildings,
structures, fixtu es, equipment or improvements now or hereafter
located thereon, r arising in respect to the occupancy, use or
possession of the remises, and which become, or installments which
become, due and p able during the term of this Lease or which may
. otherwise beoome ithe obligation of the owners of the Premises
during the term f this Lease.
Whenever any local-improvement
distriot assessme t or similar charges are payable in installmento
~t the option of
he owner of the Premises, Lessee may elect to
make such payment in installments. Real estate taxes and local
improvement diatr ct and other ass&aaments due and payable in the
first and last ca endar years of the term of this Lease shall be
prorated between he parties. Lessee agrees to exhibit to Lessor
on demand recei ts evidencing payment of all such taxes,
assessments and 0 her public charges.
B.
CQutel!t of Liability by Lessee. Lessee shall not be
required to pay q,r discharge any tax or assessment (including
penalties and intt,est), or any part thereof, so long as Lessee is
proceeding in goo faith to contest the same by applo~riate legal
proceedings which operate to prevent forfeiture, foreclosure or
sale of the Prami es, or any part thereof.
Any prooeeding for
contesting the va idity or amount of taxes or assessments, or to
recover any tax or assessment, may be brought by Lessee in the name
of Lessor or in t e name of Lessee, or both, as 'Lessee may deem
advisable after w itteIi notice to Lessor, hOwever, in any such
proceeding brough by Lessee, (i) Lessee shall indemnify and save
harmless Lessor a ainst any and all loss, coat or expellse of any
kind (including at~orneys' fees) that may be incurred by Lesaor in
connection th.rewi~h, and (ii) Lessor ahall have the right, at any
time while such t as or assessments remain unpaid, to demand and
receive a surety ond satisfactory to Les6or, protecting Lessor
against all such 108ses, oosts and expenses, and Lessee shall
furnish such bond romptly upon demand of Lessor.

C.
payor otherwise d
or other charges
shall have the rig
same together wit
amount 80 paid by

o . In the event Lessee fails to timely
faults in the payment of any taxes, assessments
equired to be paid by Lessee hereunder, Lessor
t in addition to all other remedies, to pay the
any penalties and interest, in which event the
he Lessor shall be deemed to be additional rent

J ,\COSln \>(1)571 \0001651 7 .3
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and shall be due from Lessee on the payment date for the next
installment of
thly rent.
5.

A.
911. Lessor shall not be liable for the
loas of or dama e to any property ocourring on or about tha
Premises, and Les or shall not be liable for injury to any parson
occurring on or a. out the premises. Les ••• shall defend, indemnify
and hold Lessor armless from and against any and all claims,
charges, l1abili ies and expenses (including attorneys' fees)
claimed ayainst r inourred by Lessor from any matter or thing
arising from or i connection with Lessee's use or occupancy of the
Premises or condu t of its business, or due to Lessee's breach or
default of any te
or covenant of this Lease to be performed by
Lessee.

sur
At all times during the term of
e shall carry and maintain at ita sale expense
property all ri k casualty and fire insurance with extended
coverage and eart quake and flood endorsement on the Premises and
all buildings, im rovements and property thereon in the amount of
the full insurabl replacement value thereof (including demolition
and debris remova ) from a commercially reputable insurance oompany
reasonably accept ble to Lessor. Lessee shall give Lessor prompt
notice of any 108 in excess of $20,000 occurring by reason of any
casual ty to the Premises, regardless of whether such lou is
insured. The pro eeda of any insuranoe due to such 1088 shall be
used for the pu oae of repairing, restoring or replacing the
Premises as here! after provided.
B.

C.

of this Laasft, Le
a policy of comp
insuring Lessee's
loss, damage or 1
damage to propert

b
na
. At all times during the term
see shall carry and maintain at its sole expense
hensive/commercial general liability insurance
activities with respeot to the Premises against
ability for personal injury or death or loss or
with a combined single limit of not less than

$2,000,000.

All insurance policies
an additional insured, and
shall each Lear an endorsement that the policy shall not be
canceled or the p lioy limits reduced for any reason, except upon
ten (10) days' p ior written notice to Lessor.
Lessee shall
deliver to Lessor upon the commencement date of this Lease a copy
of all insurance olicles or certificates thereof.
E.
a
refuses to mainta
discretion, may
insurance in suoh
all premiums and
additional rent a
for the next insta
.,\<:011:1.1 \K1H71\OOOUU1.3
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au a
. If Lessee fails or
n any insurance required herein, Lessor, at its
ay any premium due or obtain and maintain
mounts as Lessor may determine appropriate, and
other costs thereof shall be deemed to be
d shall be due from Lessee on the payment date
lment of monthly rent. Such Leasor aotion shall
-3 -
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not be construed as a. waiver of any of its default remedies or
other rights prov ded in this Lease.
F.
v .. ,.. Qt SubrQgatiQD..
Lessor
and Lessee hereby mutually release ... 'lrli .. c>l;her from 'liability, and
waive all right f recovery against each other, for any injury,
10811 or damage t
property f whether due to negligence or other
insured cause, if such injury, lOBS or damage is caused by any of
the perils which a e oovered by an insurance policy benefitting the
party suffering s ch injury, loss or damage, or by an insurance
policy required t be card.e:i and maintained hereunder; provided
that this mutual release ct~d Haiver of subrogation shall be
inapplicable if
d only to ;;!;.! extent that it would have the
effect of invalid ting any im, . . I..I.:ance coverage of the parties.

6.

Jr

Damage

Destruction.

A.
ReJair and Replacement. If, at any time during the
term of this Lease, all or any portion of any building, improvement
or property on th~ Premises is damaged or destroyed by any cause
whatsoever, inclIing without limitation earthquake or flood,
whether covered b insurance or not, this Lease shall continue in
full force and ef ect without any abatement of rent or waiver of
any rights or cove ants hereunder or any right of action or remedy
for eviction, co~structive or otherwise.
Upon such damage or
destruction, LeSS
ahall prt'Q'prly and at ita sole expense, repair,
restore or replace such buildin:J, improvement Or property in a good
and workman-like anner in compliance with all applioable laws,
rules and regulat ons pursuant to the following prooeduresl

f

(1~' t!e Minimis Q.~.

If the damage requires less
than twenty thousa d dollars ($20,OOO) for oomplete repair, Lessee
shall at its sole expense promptly and in good faith repair such
damage' and provid wri:.:ten notice to Lessor of the damage and the
repair effected.

II

(2
fil!.rt hl Damage.
If the damage (i) requires
twenty thousand do lars (S20,OOO) or more to repair or replace and
(ii) can be repai~d or replaced within ninety (90) days from the
date of damage, Lepsee shall within thirty (30) days from the date
of damage, provid~ Lessor a.nd property insurer with a written
proposal setting f]rth tho e actic.l required to repair or restore the
building or other improvements.
Within fifteen (15) days after
reoeipt ot the Le see's proposal, Lessor shall provide notice of
LeBsor'e approval f Lessee's prop06al or alternative directions,
and Lessee shall
omptly upon receipt of Leasor'. notice and any
required insuranc:Lapproval undertake at .Leseee,. sole expense the
repair or rePlace~rnt as directed by Lessor and property insurer.
(3)1 Total Destruction.
If (1) the damage can not
reasonably be repatred or replaced within ninety (90) days from the
date of damage, o~ (il) if Lessor or Lessee deems that the damage
or destruction i81subAtantial enough that the construction of an
entirely new build ng or a substantial rebuild is advisable, Lessee
shall within thir y (30) da.ys from the date of damage provide

r
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Lessor and property insurer with a written proposal setting forth
the action required to repair, restore or replace the building or
other improvements. Upon Lessee's request, such time period may be
extended at Leasor's discretion to allow Lessee to obtain plans,
specificl<tions, feasibility studies and other due di ligence
materials concerning such repair, restoration or replacement.
Within thirty (30) days after receipt of the Lessee's proposal,
Lessor shall provide notice of Lessor' B approval of Leesee's
proposal or Lessor' 8 alternative proposal. Lessor and Leesee shall
consult with each other and negotiate in good faith to arrive at a
mutually agreed plan for repair, restoration or replacement.
Promptly upon establishment of such mutually agreed plan, Lessee
shall undertake at its sole expense and in good faith to effect
such plan, and shall keep Lessor apprised of its progress and shall
regularly consult with Lessor throughout construction.
The
mutually agreed plan may provide for -a new building to be
constructed upon a site other than the Premises.
If the parties fail to mutually agree on such plan within
ninety (90) days from the date of damage, (1) Lessor may direct
Lessee, and Lessee shall promptly proceed, ~o construct at Lessee's
sole expense a new building of substantially comparable size and
utility as the building destroyed as applicable laws, rules and
regulations may then permit,
which building shall
be of
substantially the same character and constructed of substantially
the same or better quality of materials as the building destroyed,
or (ii) Lessor may choose not to rebuild and ahall collect for its
own account the insurance proceeds covering the market value of the
building destroyed, in which event this Lease shall terminate upon
Leasor's receipt of such insurance proceeds.
B.
Insurance proceede. The insurance proceeds shall be
applied to the costs incurred by Lessee and Lessor in connection
with the repair I restoration or replacement of the building or
other improvements or as otherwise provided in Section.
If the
insurance proceeds received are insufficient to cover the actual
cost of repair, restoration or replacement, or if for any reason
whatsoever, the Lessee has failed to keep and maintain insurance in
the amounts required herein, Lessee shall supply all such
additional funds as may be necessary for the repair, restoration or
replacement or as otherwise required herein, which obligation shall
survive expiration or Booner termination of this Lease.
If the
insurance proceeds are in excess of the amount necessary for the
costs incurred by Lessee and Lessor in connection with such repair,
restoration or replacement, such excess sums shall inure to the
benefit of Lessee.

c.
Arbitrat. ion.
Should any cont.roversy arise under
this section between the parties hereto, either party may submit
the matter to arbitration under the rules of the American
Arbitration Association.
If, within ten (10) days after a
controversy has been submitted to arbitration, the parties are
unable to agree upon the appointment of the arbitrator to hear the
controversy, each party shall appoint a single arbitrator within
fifteen (15) days after submission to arbitration, which two
~,\COUll \KU"l\OOOUU7.,
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arbitrators ahal
choose within five
(5) days after their
appointment a th rd arbitrator, and all three arbitrators shall
hear the controve sy. The costs of the arbitration (excluding each
party's own att, .rnfl\YIi' feeg) shall be shared equally by the
pa.rties. The.~,arb ,tratr.--(s) liict¥ in their discret.ion make an award
of attorneys' fe a and/or costs to the Substantially prevailing
party. The arbit ation decision shall ba final, binding and nonappealable, and ~ay be entered by either party in any court of
competent jUr!sdirtion.
7.
duct
Lessee shall use the
Premises
general office purposes and other lawful
purpose£l.
Lesse
shall at its sole expanse take all actions
necessary to comp y promptly with all statutes, ordinances, rules
regulations, and equirements of Federal, state, county and city
governments, now r hereafter enacted regulating the Premises or
the use or occup ney thereof.
Without limiting the foregoing,
Lessee shall at i s sole expense cause the Premises to be in full
compliance with t e Americans with Disabilities Act of 1990, as
amended, and a1
environmental or hazardous waste laws or
regulations.
Le Bee shall not use nor permit the use of the
Premises in any ma ner that may (i) tend to create a nuisance, (ii)
callse the cancell tion of or limitation of any insurance policy
covering the Pram! es, or (iiil be considered illegal or hazardous.
~y obligation of
essee hereunder which arises or requires action
or re~led.i ation by Lessee during the term of this Lease shall, if
not lS8.ti:lfied on 0 before expiration or termination of this Lease,
survive expiratio or termination of this Lease, regardless of when
discovered by Les or.
I

B.
s
Lessee represents that The Universe Life
InsuranCd Compan, its parent company, was the owner of the
Premises and Less e was the tenant of the Premises prior to the
comme~cement date
f this Lease, and therefore Lessee has adequate
knowledge of the remises and accepts possession of the Premises
from Lessor "as sn without any warranties whatsoever.
Lessee
represents that t e Premises are adequate for Lessee's intended
uses and, to the est of Lessee's knowledge, the Premises have no
utructural or syst ma defects, hazardous or unhealthy conditions or
other defeots,
atent or otherwise, which require repair,
replacement or re ediation of any kind.

s.

9.

A.
ion
Im
ent.
Lessee may, at ite
own expense, make alterations or improvements to the Premises,
provided no subat tial or structural alteration or improvement
shall be made wit out first obtaining Lessor's written consent.
which consent ahal not be unreasonably withheld. Each request for
such consent ahal be accompanied by the plans and specifications
for the proposed a1 tarliltion or improvement.
Any altaration or
improvement shall be made in compliance with all applicable laws,
rules and regu1at ons. Upon the expiration or sOoner termination
of this Least'l, al alterations and improvements shall become the
property of Lessor Lessee shall promptly notify Lessor in writing
J, \COS tU \HllOl\00015H7. J
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of the cost of al! alterations and improvements made by Lessee to
the Premises, acc mpanied by copies of invoices and other relevant
documentation BUP orting auch cost.
I

•
Lessee E;l~ll.nC')t permit any mechanics',
laborers', materi Imen's or other liens to encumber the Premises
for any labor or aterial furnished to Lessee Or claimed to have
been performed on the Premises by or at the direction or for the
benefit of Lessee, or any person claiming under Lessee, whether
such work was
erformed or material furnished prior to or
subBequent to the commencement of the term of this Lease. Lessee
may, however, co test tilt:: validity of any such lien or claim,
provided Lessee a all give l:.. 3.BOnable security to Lessor as may be
demanded by Less r to insure payment and prevent any sale I
foreclosure or fo feiture of the Premises or portion thereof or
interest therein by reason of such nonpayment.
Upon a final
determination of he validity of any such lien or claim, Lessee
shall immediately pay any judgment or decree rendered, with all
proper costs and c argas, and shall cause such lien to be released
without cost to L saor.
B.

C.
re. Any trade fixtures, equipment or other
personal property installed in the Premises by Leasee (excluding
any trade fixture , equipment or other personal property sold to
Lesso:r') shall rem in the property of Lessee, and may be removed by
Lessee at any tim during the term of this Lease, provided Lessee
shall at its sole cost rep&ir any damage caused to the Premises
upon the removal of such trade fixtures, equipment or other
personal property.

10.
a
oe
R~~.
Lessee acknowledges that this
Lease is a full n t lease, and Lessee shall at its sole cost and
expense keep and aintain the Premises and all portions thereof,
including without limita':ion the roof, walls, HVAC, plumbing and
electrical systems walks, parking areas ( lawns and landscaping, in
a olean and eaf" condition and state of repair reasonably
satisfactory to eafilor and consistent with similar propert.ies
located in Lewis on, Idaho and in full compliance with all
applicable laws, c dee, regulations and rules, now or hereinafter
enacted. If LesQe fails to keep, maintain and repair the Premises
as provided herei , Lessor may cause the Premises to be so kept,
maintained and rep irEld, and the entire cost thereof ( including any
management fee in urred by Leasor therein, shall be deemed to be
additional rent a d shali be due from Lessee on the payment date
for the next inst llment of monthly rent. Lessor shall have the
right to conduct eriodic inspections of the Premises and direct
Lessee to promptl make any repairs or replacements thereto as
determined by Leaa r· in its reasonable discretion to be necessary
or desirable to ma ntain the Premises. The cost of correcting any
faulty or deferred maintenance caused by Lessee during the term of
thiB Lease, regar less of when discovered by Le.sor, shall be an
obligation of Les ee whioh shall survive expiration or Booner
termination of thi Lease.

J.\COH1L\K1H71 \00015457.J
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11.

!

Utilit~~.

Lessee shall be &olaly responsible for and
pay all charges fdrheat, water, gas, electricity, sewage, garbage
removal and any 0 her utilities and .ervices used or consumed on
the! prembas. Le Bor shall not be liable for any interruption in
or curtailment of ny utility service norehall Ilny interrupti';)n in
or curtailment 0 any utility service constitute. a construotive
eviction or groun s for abatement of rent.

14.
di
subject, eubordin
placed upon the P
any institution 0
mortgage shall
irrespective of t
Leesor's request,
effectuate such
subordination sha
and occupancy of
default under any

n.
This Lease shall, at all times, be
te and inferior to any mortgage that may be
emieea or any part thereof, given by Lessor to
individual lender, and the recording of such
e deemed prior and senio~ to this Lease,
e date of recording such mortgage, and, upon
essee shall execute any inBt~ments necessary to
subordination I provided, however, that such
1 not affect Lessee's rights to possession, use
he Premises so long as Lessee shall not be in
f the terms and conditions of this Lease.

15.
S
t t i . Lessee may not assign this
Lease or any port on hereof without the prior written consent of
Lessor, which 9hal~ not be unreasonably withheldl if Lessor grants
ita consent, it s~all be subject to satisfaction of subsections A
through D. Lesseelshall have the right to sublet a portion of the
Premises without the prior consent of Lessor, provided subseotions
A through D are 8~~iSfied'
A.
Les ea delivers to Lessor written notice and the
details of such as ignrnent or subletting not less than thirty (30)
- days prior to suc±asaignment or subletting;

S.
Les ee shall remain primarily liable for payment of
rent and performa ce of all covenants and obligations of Lessee
hereunder i and
I

c. If Y right of first refusal, right to purchase the
Premises, right t
terminate this Lease, or right to extend or
renew the term of this Le&se have been granted to Lessee herein,
all of the same hall remain solely with Lessee and shall not
transfer or be ass gned in any way, it being the intent that such
rights be personal to Lesse~ and not available to any assignee or
subtenant of Lesser'
3.\COUll\HU"1\00016U7.1
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A.
•
If the entire Premi&es is
acquired or cond mned by eminent domain for any public or quasipublic use or pu 'ose, tilen the term of this Lease ahall terminate
and cease as of t e date title or possession is transferred in such
proceeding, which ver shall occur first, and all rental and other
charges due unde this Lease shall be paid up to that date, and
Lessee shall have no claim whatsoever against Lel80r for the value
of any unexpired arm of this Lease or any other damages or losseD.
B.

Pa

em

~

on.

If any part of the Premises

is acquired or co damned by eminent domain for any public or quasi-

public use or pu pose, and in the event such partial taking or
condemnation rend rs the Premises unsuitable for the business of
Lessee, then the erm of this Lease shall Cease and terminate as of
the date title or possession shall be transferred in suoh
proceeding, Whichyver shall occur first, and Lessee shall have no
claim whatsoever gainst LeSBor for the value of any unexpired term
of this Lease or ny other damages or losses. In the event of a
partial taking 0 condemnation which is not excessive enough to
render the Premiabs unsuitable for the business of Lessee, this
Lease shall contiJbue in full force and effect; provided, however,
Lessee shall be e~titled to a. prorated reduction in the rent to be
paid hereunder, b sed on the proportion which the space so taken
bear~
to the t tal space originally leased, provided that
con~ideration aha 1 be given to the respective values of the space
taken and the spa e not taken.

D.
e
. Although all damages in the event
of any condemnati
or taking shall belong to Lessor, Lessee shall
have the right to laim and recover from the condemning authority,
but not from or at the expense of Lessor, auch compensation as may
be separately awarded or recoverable by Lessee in LeSBee's own
right on account 0 any costs or loss (including loss of business)
to which Lessee m ght be put in removing its furniture, fixtures
and equipment.

17.

p~tault.

A.
following events

t.
The occurrence of any of the
all constitute an event of default by Lesseel

8

tll Failure to pay any installment of rent or othar
charges hereunder hen due, ana such failure continues for a period
of fifteen (15) da s after written notice;

(2)1 Default in the performance of any of Lessee's
covenants, agreemerta or obligations hereunder (except default in
J.\COU11\MllI71\OOOllU7.1

\

-.!j-

ll/""I

I

zzt{
AFFIDAVIT OF REED TAYLOR

t:he payment of r
for fifteen (15)
provided, i f eu
period of time,
auch default as
default;

t or other charges), where such default continues
days after written notice thereof from Lea80rt
ing such default reasonably requires a longer
LeSSOr agrees ~n~ to pursue any remedies due to
ong as Le&:",~p c()nf- J:'F~es to diligently cure such

()

A general assignment by Lessee for the benefit

of creditors;
The filing of a voluntary petition in
bankruptcy by Le see, or the filing of an involuntary petition by
Lassee'g cradlto
remains undischarged for a period of sixty
{60) days;
The appointment of a receiver to take
stantially all of Leesee's assets or of this
eivership remaining undissolved for a period of

possession
leasehold,
sixty (60)

r

Attachment, execution or other judicial seizure
of substantially all of Lessee's assets or this leasehold,
remaining undismi sed or undischarged for a period of sixty (60)
days after the le~ thereof.
B.
.
a
i
e a . Upon the happening
of any such event oHde-£ault, Lessor may at any time thereafter:
(1
Reenter the Premises at its option without
declaring this Le se terminated, and relet the whole or any part of
the Premises fo
the account of Lessee, on such terms and
conditione and at uch rent as Lessor may deem proper, and applying
auch rent, when, as and if collected first to such expenses as
LeSsor may incur 'n reentering and relett1ng, including Lessor's
reasonable attorn ys' fees, and then to the payment of rent and
other charges due ereunder, and should the rant received from such
reletting be in ad quate to pay all such expenses and fees and the
rent and other harges due hereunder, Lessee shall pay the
difference in equ 1 monthly installments, as the amount of such
difference shall e asoertained, or
(2) Eitt~er with or without notice or demand,
declare the Lease erminated and reenter the Premises, or any part
thereof, with due prooess of law, and expel or remove therefrom
Lessee and all pa ties occupying the same, or any of them, using
such force as may e necessary so to do, and repossess the Premises
without prejudice 0 any remedies that Lessor may otherwise have by
reason of the br ach hereof.
Should Lessor so terminate this
Lease, Lessee shal pay to Lessor all damages Lessor may incur by
reason cf any de Ault by Lessee of its obligations hereunder,
including but wit oue limitation the present value of all unpaid
rent and other oh,rges and amounts due, whether or not accrued,
under this Lease nd all expenses Lessor may inour in reentering
and attempting to relet the Premises, including attorneys' fees.
J .\COSlll \lilH71 \0001US7.)
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remedies of eeBor specified herein shall be cumulative and
nonexclusive to t e extent allowed by law.

The

lB.

premises
19.
Wa
Time ia and, chall be of the essence of
th.is contract an of each and every tel'lli, covenant and condition
hereof. Any fail re of Lessor or of Lessee to enforce rights or
seek remedies upo any default of the othet party with respect to
the obligations 0 each or either of them, and any waiver by either
of the parties rreto of any breach of any term. covenant or
condition hereof, shall not be considered to be a waiver of any
subsequent breac of the same or any other term, covenant or
condition.
,
I

20. Notices\ All notices, requests and other communications
from any of the pa~tiee hereto to the other shall be in writing and
shall be conSide~ed to have been duly given or served when (i)
personally or cou ier delivered, (H) when received i f delivered by
confirmed facsimi e transmission, or (iiil on the third day after
deposit in the Un ted States mail, cert!fied or registered, return
receipt requested postage prepaid, addreused to the party at the
address set: forth ~elow, or to such other addreu as such party may
hereafter designal& by written notice to the other partiesl

to Lraor,
I

If

Washington Bank Properties
P.O. Box 22:;3
Friday Harbor, Washington 98250
.Phonel

Fax I

509-924-2807

509-926-3589 and
206-378-3057

AIA Insurance, Inc.
111 Main Street
Lewiston, ID 83501
Attn: John Taylor
Bob Peterson
Phone I
Fax:

208-799-9120
208-746-8159

21. ~~~~__~~. Except as otherwise limited herein, the
respecti va rights and obligations hereunder .hall inure and be
binding upon
arties hereto and their assigns, sucoessors and
interests.

J I\COnU\H1H71\OOOl!H7.3
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The paragraph headings throughout
re for convenience and reference only, and the
~ords contained t erain shall in no way be held to explain, modify,
simplify or. aid i the interpretation, construction or meaning of
the proviaiQhlil of t~ia Lease.
~~~~~~.wa~g~i~n~g~a.

this

MenHu:.l~hia

23.
Lease supersedes all prior agreeme.nt,a,
written and oral, concerning the matters contained herein.
24.

:.:Am=.....,.................~L..!>o<._o:.;l::.;'""'-"""'"'.......

This Lease shall not be amended
written amendment signed by both parties

or modified
aereto.

Words of any gender used in this Lease

25.

shall be held and ,construed to include any other gender, and words

in the singular ~hall be held to include the plural, unless the
context otherwise t requires.
26.

.

l!

di.

If

any term or provision of this

Lease or the appl cation to any person or c~rcumstanceB shall, to

any extent, be i
Lease, or the app
circumstances oth
unenforceable, sh
provision of thi
fullest extent pe

valid or unenforceable, the remainder of this
ioation of such term or proviadon to persoHs or
r than those as to which it is held invalid or
11 not be affected thereby, and each term and
Lease shall be valid and be enforced to the
mitted by law.

27.
F R e t . Lessor hereby grants to Lessee
a right of first r fusal <the "Right of First Refusal"} to purchase
the Premises upon the identical terms whioh Lessor is willing to
sell the Premises 0 a third-party. Lessor shall deliver to Lessee
written notice of any third-party offer to purchase the Premises
received by Lesso
Lessee shall have the right to exercise ita
Right of First R fusal by delivering written notice to Lessor
within thirty (30) days of receipt of Lessor's notice of the offer.
Upon Lessee'e exe cise of its Right of First Refusal, Lessor and
La8see shall be co sidered to have entered into a binding purchase
and sale agreemen for the premises, and Lessor and Leesee shall
execute the necess ry written agreements, instruments of conveyance
and other documenlS to effect such purchase and sale. If Lessee
fails to deliver t Lessor the written notice of. its willingness to
purchase the Pre iees as required herein, the Right of First
Refusal shall be onsidered waived, terminated and of no further
effect.
Notwiths anding anything to the contrary, the Right of
First Refusal aha 1 not be enforceable by Lessee if such purchase
and sale would in alidate the Internal Revenue Code 5 1031 likekind exchange ent red into b}' Lessor on or about the commencement
date of this Leas

.grants to Lessee the
on the

28.
exclusive

following

by

A.
e. Lessee may exercise the Purchase option
providing wri ten notice to [Jessor of Lessee's intent to

J: \COIIU\1oI1H,1 \~OOlllS1.l
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I

exercise the purc~!iee Option (the "Exercise Notice") any time after
December 31, 19 9, and before Janua.ry 1, 2005 (the "Option
Pariod"). The P rehase Option shall not be effective during any
period of time at er than rh~ Option period, and the Closing shall
OCcur no earlier tha.n cne ; 1', Yt':<:r. af'':i:lr Leasor' a raceipt of the
EXElrcise Notice.
B.
Pr
. The purchase price to be paid by
Lessee for the ~P~r~m~i~8~e-s-Ls~h~a~1~1 be the Market Value of the Premises
(the "Purchase Pice"), to be determined in accordance with the
following procedu e I
Ii

(1\ Appraisers. If the parties are unable to agree
within thirty (30) d~ys following receipt by Lessor of the Exercise
Notice, each partr, at its own cost and expense, shall appoint a
M. A. I. appraiser.1
If one party does not appoint an appraiser
within ten (10) d ys after the other party has given notice of the
name of its appra ser, the single appraiser appointed shall be the
sole appraiser
nd shall determine the Market Value of the
Premises. If the two appraisers are appointed by the parties as
stated herein, th appraisers shall meet promptly and attempt to
agree upon a Mark t Value. If they are unable to reach agreement
wi thin thirty (3) days after the second appraiser has been
appointed, the tw appraisers shall select a third appraiser within
ten (10) days aft r the expiration of such thirty (30) day period.
Each of the parU f.I shall bear one half of the cost of appointing
the third a.pprai oar and of paying the third appraiser's tee.
within. thirty
days following the selection of the third
appraiser, a ma ority of the appraisers may, by agreemant,
determine the Mar et Value. If a majority of the appraisers are
unable to determl e the Market Value within the stipulated period
of time, the value set separately by the three apprais~rs shall be
added together,
e sum shall be divided by three (3), and the
quotient shall p the Market Value; provided, however, that if
either the lowes or highest value is more than twenty percent
(20\) lower or hi her, respectively, than the middle value, both
the low value an the high value shall be disregarded and the
middle value aha 1 be the Market Value. The appraisers shall
immediately notif the parties once the Market Value has been
determined.

(3tl

(2
Factori. In determining the Market Value, the
appraisers shall onsider all relevant fa.ctors including but not
limited to the ge and condition of the improvements on the
Premises, the cha cter of the immediate area, compa.rable sales and
values,
and
th
permissible uses
of
the
improvements.
Notwithstanding a ything herein to the contrary, the appraisers
shall not aoneide this Lease or the rent or other terms.hereof in
calculating the M rket ValUe, it being understood tor purposes of
this subparagraph that no inference should be made that this Lease
reflects the fair rental value of the Premises as of the date of
this Lease or here iter, nor shall the Market Value of the Premises
be diminished i
any manner by reason of any pollution,
contamination or ther environmental hazard existing on or about
the premises as f the date of this Lease or hereafter, nor
J. \C05l11 \~H71 \0001$157 ,l
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Ciiminiehed in any manner by reason of Lessee's failure to repair or
noaintain the Prem'ses as required hereunder.
Limitation~.

(3

(i) The valuation established as set forth
above shall not il1clude improvements or alterations consented to by
Lessor for core renovations and tenant improvements to Floor 4
and/or Floor 5 pursuant to Section 30 and the unfinished space on
F~oors 2 and 3 on the north wing pursuant to Section 9.A.
I
(ii) ,An no eveu~ sha.11 the Purchase Price be
less than the sunt of $ t61.
ro
and the remaining unpaid
principal balance Ion the Purchase Note:.-

MS.

!

(4L

~nt·

The Purchase Price shall be payable

in cash at Closinr'
C.
~. The Closing of the sale of the Premises to
Lessee (the "Clos ngll) ahall occur on the first business day six
(6) months fol10 I"fi-ng Lessor's receipt of the Exercise Notice or
such other date a~ mutually agreed by the parties, but in no event
before one (1) ye~r from Lessor's receipt of the Exeroise Notice.
Lessee shall cant nUe to' make monthly payments under this Lease
following exercis of the Purchaso Option and prior to Closing.
Title shall be co veyed by statutory warranty deed, and ahall be
marketable at clo ing, free and clear of all encumbr~nces other
than rights, ree rvations, covenants, conditions easements and
restrictions pres~ntlY of record and approved by Lessee or incurred
by Lessee.
Lea ee shall pay· all closing and selling costs,
including without limitation any eSl!row fee and any applicable
excise or transfe taxes and title insurance costa. Taxes for the
current year and ent shall be prordted as of the date of Closing.
This Lease shall erminate upon Closing.
Upon execution of this
T.essor the first month's rent
rent ($25,375.00).

29.

30.

A.
. Lessee may occupy Floor 4 and/or
Floor 5 of the
remises (the "Option Floors") only if Lessee
satisfies the foll wing requirements prior to such occupa.ncy, whioh
requirements aha1 apply regardless of whether both or one of the
option Floors is 0 be occupied or if one is to be occupied after
the otherr

Lessee provides written notice ("Occupancy
Notice II ) of Lessee's intention to occupy one or both of the Option
Floors, as the ea e may be, to Lessor (i) not less tha.n six (6)
months prior to t e date of Lessee's intended occupancy of such
floors or floor an (ii), in no event, not later than the sixtieth
(60th) month of t e Lease terml and
J I \COSlll\MlH71 \00015Si'.l
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(2\ Lessee shall construct, at its sale expense and
in compliance Witl' plans and specifications reasonably satisfactory
to Leesor Ilnd in ompliance with Section 9.A, core renovations and
all tenant impro ements on such floor or floors it intends to
occupy, (1) With~ thirty six (36) months of delivery of thR
appiicable Occ~pa cy Notice and (ii), in no event, not later than
the occupancy dat of such floor Or floors, as the case may be.
The tenant impro menta shall include the build out of not less
than twenty perce t (20\') of such floor or floors to be occupied by
Lessee.
B.
r ' ht.
If Lessee fails to provide the
Occupancy Notice
rsuant to subparagraph A(l) above with regard to
one or both of t e Option Floors, Lessor may after the sixtieth
(60th) month of he Lease term deem either one or both of the
unclaimed floors not part of the Premises leased by Lessee
hereunder and offer either or both of the unclaimed floors to third
parties for lea e directly from Lessor, without payment or
obliga tion to Les ee.
Notwi thstanding the foregoing, if Lessor
leases either or oth of the Option Floors to a third party other
than an 'affiliat of Lessee and Lessor recovers the operating
expenses and real roperty taxes applicable to such space, Lessee's
obligation for su~h chargee under this Lease shall be reduced by
the amount receiv d by Lessor applicable thereto.
31.
Lessee may extend the initial term of
this Lease upon witten notice delivered to Lessor not less than
three (3) years pr or to the expiration of the initial term of this
Lease.
Within t irt:.y (30) days of receipt of Lessee' a notice,
Lessor shall prov de to Lessee the rental rate applicable to the
extended term.
32. FarkiDg.\ Lessee and/or an affiliate company is a party
to that certain a~reement wi th Burlington Northern Railroad dated
on or about Marcl1 25, 1991 (IIParking Agreement n) I concerning a
parking area near ~he Premises. Neither Lessee nor its affiliate
shall terminate, c~ncel, assign or sublet the Parking Agreement or
any right thereunder, or allow the same to expire or terminate,
without first pro iding Lessor with not less than one {1} year's
prior written not ce of such action and obtaining Lessor's prior
written consent th reto. Upon the expiration or sooner termination
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of this Lease, Lessee and/or its affiliate shall be deemed to have
assigned its/their interest under the Parking Agreement to Lessor
and shall upon request execute any doct\ments evidencing such
assignment.
33. Counterparts.
This Lease may be signed in two or more
counterparts, each of which will be deemed an original, but all of
which together will constitute one and the same instrument.
IN WITNESS WHEREOF, the parties hereto have executed this
Lease the day and year first above written.

LESSOR:

WASHINGTON
BANK
PROPERTIES,
Washington general partnership

a

B./2~
~ A. ARMSTRONG, Managing Partner
LESSEE:

A.LA.

INSURANCE,

INC.,

an

Idaho

Zpl
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STATE OF

Ik\AstfINGToN
v

county of SAN

ss.

\ftJ A t-l

On this ~day of UceN\bec
, 199J, bef'):'a me
personally appeared DANE A. ARMSTRONG to me known to be the
~AGING
PARTNER of WASHINGTON BANK PROPERTIES, the general
partnership that executed the within and foregoing instrument and
acknowledged said instrument to be the free and voluntary act and
deed of said general partnership, for the uses and purposes therein
mentioned; and on oath stated that he is authorized to execute said
instrument for and on behalf of said general pdrtnership.
IN WITNESS WHEREOF, I have hereunto set my iland and seal the
day and year first above written.
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PUBLIC in and for the Stat

IJ.. hILl.

~.

.

.~. -. ~

.

.

~

.-

..

OTtJY

of

:.'. :
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residing at l='r'tda..

ffi'{ Q,N\~S5Ibl\ ~'fP'rres:

". . .......... .

STATE OF

A

C

\ (

91

t51.rb or

)
) ss.

tt)

~ ~~

On this
, 1993, before me
personally appeared~
to be
known to be the
of A.LA.
INSURANCE, INC., the corporat~on that executed the within and
foregoing instrument and acknowledged said ~nstrument to be the
free and voluntary act and deed of said corporation, for the uses
and purposes therein mentioned; and on oath stated that they are
authorized to execute said instrument for and on behalf of said
corporation and that the seal affixed, if any, is the corporate
seal of said corporation.
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THIS AMENDMENT TO LEASE is made and entered into this December
by and between WASHINGTON BANK PROPERTIES, a Washington
general partnership (nLessor"), and A.I.A. INSURANCE, INC., an
Idaho corporation ("Lessee"), with reference to that certain Lease
dated December 30, 1993, by and between LeBsor and Lessee.
30, 1993,

WHEREAS, Leesor and Lessee desire to amend the Lease as set
forth herein.
NOW, THEREFOR, for the promises contained herein and other
good and valuable conaideration, the parties hereto agree as
follows I
~ts

1.
Monthly Rental. Section 3.A. of the Lease is deleted in
entirety and replaced with ,the following I
It 3. A
Monthly Rental. Lessee covenant", and agrees to
pay to Lessor monthly rent in arrears on the first day of each
month following the month in which such rent is earned during
the term of this Lease, without Lessor demand therefor or any
right of setoff by Lessee, as follows:

Months 1 through 601
Months 61 through 120:
Months 121 through 1801

$22,600.00

$23,600.00
$25,375.00

Notwithstanding the covenant to pay rent as set forth
above, Lessee shall pay the first month's rent ($22,600.00) to
Lessor on Deoember 30, 1993; and Lessee shall pay to Lessor
the rent applicable to the last month of the term of this
Lease ($25,375.00) on July 1, 1994."
2.
Late .. Ee.e.. The following phrase is added to the end of
the sentence in Section 3.CI
" I ••• provided that Lassor shall not oollect any late fee more
than once for any given month."

3.
Al.,ternatiye Payment AddresB.
The alternative payment
address eet forth in Section 3.D. (2) shall commence upon July 1,
1994.

4.
First and Last Month's Rent.
its entirety.

gec~ion

29 is deleted in

S.
CQunterparts. This Lease may be signed in two or more
counterparts, each of whioh will be deemed an original, but all of
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wl1ich

together will oonstitute one and the same instrument.
Counterparts may be delivered by confirmed facsimile transmission.

6.
LeMe Affirmed. The Lease is hereby affirmed and remains
in full force and effeot, exoept as expressly modified by this
Amendment.

LESSOR I

WASHINGTON
BANK
PROPERTIES I
Washington general partnership
By

LESSEEI

a
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INStJRANCE,
corporation

A. I.A.

INC.

t

an

Idaho

(l~

By

Its ____

~~~-o~+---_______________

The undersigned oonsents to thi. Amendment and r •• ffi~ the
Unconditional Guaranty of Le •••.
A. I .A. Services Corporation I a.n
Ida.ho corporation

BY,t~~
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THIS AMENDMENT TO LEASE is made and entered into this December
30, 1993 I by and between WASHINGTON BJWX PROPERTIES, a Washington
general partnership ("Lessor"), and A.I.A. INSURANCE, INC., an
Idaho corporation (. Lessee· ), with referenca to that certain Lease
dated December 30, 1993, by and betwoen Leusor and Lessee.

WHEREAS, Lesgor and Lessee desire to amend the Leaas as set
forth berein..

NOW, THEREFOR, for the promises contained herein and other
good iind valuable consideration, the parties hereto agree as
follows:
1.
Monthly Rental. Section l.A. of the Lease is deleted in
its entirety and replaced with the following:
• 3.A
Monthly RenteJ.. Lessee covenants and agrees to
pay to Lessor monthly rent in arrearlil on the la!lt day of each
month of the term of this Lease, without Leesor demand
therefor or any right of setoff by Lessee, alii follows:

Months 1 through 60:
Months 61 through 120:
Months 121 through 180:

$22,600.00
$23,600.00
$25,375.00

Notwithstanding the above covenant to pay rent in arrears
on the last day of eacb month, Lessee shall pay the first
month's rent ($22,600.00) to Lessor on December 30, 1993, and
Lessee shall pay to Leesor the rent applicable to the last
month of the term ($25,375.00) on July I, 1994."

2.
First and Last Month's Rent.
its entirety.
3.

Counterparts.

Section 29 is deleted in

This Lease may be signed in two or more

counterpartQ, each of which will bQ deemed an original, but all of
which

together

will

con51tituta

one

and

the

B~me

inst.rument.

Counterparts may be delivered by confirmed facsimile transmission.
4.
l&uc Affirmed i Compliance. The Lease 1s hereby affirmed
and remains in full force and effect, except as expressly modified
by this Amendment.

LESSOR I

WASHINGTON
BANK
PROPERTIES,
Washington general part~ip

(";.7

-

BY/~---

c=::-:

a

/ J

DANE A. ARMSTRONG, MaMg'~g Partner
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Crop USA Stock
Shares and Options Outstanding
As of 7/31/06

;;;

Per Advisory Board 6/06

Issued in 2006
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LOAN AND SECURITY AGREEMENT
CROP USA INSURANCE AGENCY, INC.,
as Borrower,
R. JOHN TAYLOR,

and
AIA INSURANCE, INC.,
as Guarantors
mE LENDERS FROM TIME TO TIME PARTY HERETO .
and
AGM,LLC
as Administrative Agent
$15,000,000 Revolving Loan
October 27, 2006

i

J.

1

DAL-FS 1\87445v07

AFFIDAVII OF REED TAYLOR
AIA001157

TABLE OF CONTENTS

ARTICLE 1 DEFINITIONS ............................................................................................................ 1
Section 1.1. DEFINITIONS ..................... :.........................................................·........................... 1
Section 1.2. EXHIBITS AND SCHEDULES; ADDITIONAL DEFINITIONS ....................... 12
Section 1.3. AMENDMENT OF DEFINED DOCUMENTS ................................................... 12 .
Section 1.4. REFERENCES AND TITLES .............................................................................. 12
ARTICLE 2 LOAN(S), INTEREST RATE AND OTHERCHARGES ....................................... 12
.Section 2.1. AMOUNT OF LOAN ............................................................................................ 12
Section 2.2. '. INTEREST RATE ...........................................................................................:..... 14
Section 2.3. COLLECTION ACCOUNT AND LOCKBOX ACCOUNTS ...........................~.14
Section 2.4. PAYMENT DUE ON A NON·BUSINESS DAY ................................................. 15
Section 2.5. VOLUNTARY PREPAYMENTS ......................................................................... 15
Section 2.6. MAXIMUM INTEREST; CONTROLLING AGREEMENT ............................... 16
Section 2.7. INTEREST AFTER DEFAULT ...................................................................... ~ ..... 17
Section 2.8. APPLICATION OF PAYMENTS .. _............................. ~ ........................................ 17
Section 2.9. FEES ............................................... _.......... ~ ........................................................... 18
Section 2.10.. CAPITAL REIMBURSEMENT ........................................................................... 18
Section 2.11. EXTENSION OF MATURITY DATE ................................................................. 18
ARTICLE 3 SECURfiY .................. ,............................................................................................ 19
Section 3.1. SECURITY INTERESr ........................................................................................ 19
Section 3.2. COLLATERAL ASSIGNMENT .......................................................................... 20
Section 3.3. FINANCING STATEMENTS AND FURTHER ASSURANCES .. ~ .................... 20
Section 3.4. RECORDS AND INSPECTIONS .........................................................................21
Section 3.5. PROTECTION OF RECORDS .......................... :.................................................. 21
Section 3.6. USE OF PROCEEDS ............................................................................................. 21
ARTICLE 4 CONDITIONS OF CLOSING; SUBSEQUENT ADVANCES ............................... 21
Section 4.1. INITIAL ADVANCE ............................................................................................. 21
Section 4.2. SUBSEQUENT ADVANCES ..... :...............................:......................... :...............24
Section 4.3. ALL ADVANCES TO CONSTITuTE ONE LOAN ............................................24
Section 4.4. ADVANCES ..................................................................................... ;.................... 24
ARTICLE 5 REPRESENTATIONS AND WARRANTIES OF BORROWERS AND RELATED
PARTIES ...............................................................................................................25
Section 5.1. REPRESENTATIONS AND WARRANTIES ..................................................... .25
ARTICLE 6 COVENANTS AND OTHER AGREEMENTS ........................... :......................... :.29
Section 6.1. AFFIR.MATIVE COVENANTS ...........................................................................29
Section 6.2. NEGATIVE COVENANTS ................................................................................. .3 1
Section 6.3. REPORTING REQUIREMENTS AND ACCOUNTING PRACTICES ............ .33
Section 6.4. REPORTS ............................................................................................................. .34
Section 6.5. NOTICE OF CHANGES ............................ ."......................................................... .37
Section 6.6. AGENTILENDER REPORTS ............................................................ ~ ................. .37
ARTICLE 7 EVENTS OF DEFAULT AND REMEDIES .......................................................... .37
DAL·FS 1\87445v07

AFFIDAVIT OF REED TAYLOR

_.

- _...

AIA00115E

Section 7.1.·
Section 7.2.
Section 7.3.
Section 7.4.
Section 7.5.
Section 7.6.

i

!.

EVENTS OF DEFAULT .................... :................................................................. .37
ACCELERATION OF THE INDEBTEDNESS ................................................... .39
REMEDIES ............................................................................................................ 40
NO WAIVER ......................................................................................................... 41
APPLICATION OF PROCEEDS ........................................................ :............... ..42
APPOINTMENT OF ADMINISTRATIVE AGENT AS ATTORNEY-INFACT ............... ~ .......................................................·..... ;........................................42
ARTICLE 8 EXPENSES AND INDEMNITIES ......................................................................... .47
Section 8.1. PAYMENT FOR EXPENSES ............................................................................. ..47
Section 8.2. GENERAL INDEMNIFICATION ....................................................................... .48
ARTICLE 9 MISCELLANEOUS .................................................................................................48
Section 9.1. NOTICES ...............................................................................................................48
Section 9.2. ASSIGNMENTS AND PARTICIPATIONS ....................................................... .49
Section 9.3. 'SURVIVAL OF AGREEMENTS ......................................................................... 50
Section 9.4. NO OBLIGATION BEYOND MATURITY ..... ,..................................................51
Section 9.5. PRIOR AGREEMENTS SUPERSEDED .............................................................. 51
Section 9.6. PARTIES BOUND ......................................... :..................................................... .51
Section 9.7. NO THIRD PARTY BENEFICIARY ................................................................. ~.51
Section 9.8. EXECUTION IN COUNTERPARTS ................................................................... 51
Section 9.9. SEVERABILITY OF PROVISIONS ........................ ~ ........................................... 51
Section 9.10. FURTHER INSTRUMENTS ................................................................................ 51
Section 9.1 L GOVERNING LAW; SUBMISSION TO PROCESS ............. :.............................51
Section 9.12. JURISDICTION AND VENJJE .......................................................... :................ .52
Section 9.13. WAIVER..................................................................................................... :.......... 52
. Section 9.14. ADVICE OF COUNSEL .............................................................·.................. ,....... 52.
Section 9.15. WAIVER OF RIGlIT TO TRIAL BY JURY. .......................................................53
Section 9.16. TIME OF ESSENCE .................................. :.......................................................... 53
Schedules and Exhibits
Schedule A
Exhibit A - Request for Advance
Exhibit B - Availability Report
Exhibit C - Assignment and Acceptance Agreement
Exhibit D - Compliance Certificate
Exhibit E - Form of Promissory Note
Exhibit F - Form of Monthly Policy Report
. Exhibit G - Form of Retained ot Excess Premium Report
Exhibit H - Form of A&O Subsidy Aging
Exhibit I - Form of Insured Premium Receivables Aging
ExhibitJ -Form of FCIC Premium Submissions, Rejections and Resolutions
Exhibit K - Form of Insured Loss Claims
Exhibit L - Form of Non-Renewal Report
Exhibit M - Net Income Covenant
DAL-FSng7445v07
11

AFFIDA VIT OF REED TAYLOR
..

"

.....

_--

AIA001159

LOAN AND SECURITY AGREEMENT
THIS LOAN AND SECURITY AGREEMENT (this "Agreement") dated as of October
27, 2006 is entered into between (a) Crop USA Insurance Agency, Inc., an Idaho corporation
("Borrower"); (b) R. John Taylor and AlA Insurance, Inc., a health insurance agency domiciled
in the State of Idaho, as Guarantors (collectively, "Guarantors"); (c) Lancelot Investors Fund,
L.P., a Delaware limited partnership (the "Initial Lender"); (d) the other Lenders from time to
time party hereto; and (e) AGM, LLC, a Delaware limited liability company, as administrative
agent for the Lenders (in such capacity, the "Administrative Agent").
ARTICLE 1
DEFINITIONS
Section 1.1. DEFINITIONS. As used in this Agreement, each of the following terms
has the meanIng given to such term in this Section 1.1 or in the schedules, sections and
. subsections referred to below.
A&O SUBSIDY BORROWING BASE AMOUNT. The term "A&O Subsidy Borrowing
Base Amount" shall mean, on any date, the sum of, (i) 80% ofthe aggregate amount of A&O
Subsidy Payments recognized by Borrower as owing to it within twelve (12) months by an SRA
Coverholder and/or the FCIC, plus (ii) 6:5% of the. aggregate amount of A&O Subsidy Payments
recognized by Borrower as owing to it on a date which is more than twelve (12) but less than
eighteen (18) months of such date by an SRACoverholder and/or the FCIC, less (iii) the
aggregate A&O Subsidy Payments attributable to any Crop Insurance policyholder that
represents more than five percent (5%) of the total A&O Subsidy Payments. The A&O Subsidy
Payments owing to bo·rrower shall be based on the amount of policies sold to farmers that (,lre
insuredby the FCIC, as reported by Borrower to Administrative Agent on a semi-monthly basis
in an Availability Report pursuant to Section 6.4(a). Administrative Agent reserves the right, in
its sole discretion, to determine which A&O Subsidy Payments are eligible for inclusion in the .
A&O Subsidy Borrowing Base Amount.
A&O SUBSIDY PAYMENTS. The term "A&O Subsidy Payments" shall mean, as to
any SRA Coverholder ~d for any reinsurance year, the administrative and operating expense
subsidy amounts owing to such SRA Coverholder by the FCIC on behalf of all policyholders
. under the then-applicable SRA for such year, that have been Assigned to the Administrative
Agent, for the benefit of the Lenders, in accordance with the terms hereof.
,

II
I
I

ACCOUNT CONTROL AGREEMENT. The term "Account Control Agreement" shall
mean, with respect to any certificate of deposit, deposi~ account or securities account of a
Related Party, those certain Account Control Agreements between the applicable Related Parties,
Administrative Agent and the financial institution at which such certificate of deposit or account
is maintained (as listed in Section 1.1 of Schedule A attached hereto and made a part hereof), .
pursuant to which the Administrative Agent establishes control over the subject certificate of
deposit or accounts therein of such Related Parties, in accordance with the DCC.

. DAL-FSI\8744Sv07
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AlA. The term "AlA" shall mean AlA Insurance, Inc., a health insurance agency
domiciled in the State ofIdaho, and its successors and permitted assigns.
AIA AGREEMENT. The term «AlA Agreement" shall mean the Administrative
Agreement dated June 1, 2003 between AlA and Borrower, as supplemented, amended or
restated in accordance with the terms hereof.
ACT. The term "Act" shall mean the Securities Act of 1933, as amended.
ADDITIONAL SUMS. The term "Additional Sums" shall have the meaning given to
such term in Section 2.6(b) of this Agreement.
ADVANCE RATE. The term "Advance Rate" shall have the meaning set forth in
Section 2. 1(a) (iii) of Schedule A attached hereto.
AFFILIATE. The term "Affiliate" shall mean, as to any Person, each other Person that
directly or indirectly (through one or more intermediaries or otherwise) controls, is controlled by,
or is under common control with, such Person. A Person shall be deemed to be "controlled by"
any other Person if such other Person possesses, directly or indirectly, power to vote 200/0 or
more of the securities or other equity interests (on a fully diluted basis) having ordinary voting
power for the election of directors, the managing general partner or partners or the managing
member or members; or to direct or cause the direction of the management and policies of such
Person whether by contract or otherwise.
AGREEMENT. The term "Agreement" shall i:nean this Loan and Security Agreement
between the Lenders, the Administrative Agent, the Borrower and the Guarantors, and any
. amendment, supplement, restatement, modifications or extension hereof.
I

I

-1

I

1

AMOUNT OF REVOLVING CREDIT LINE. The term "Amount of Revolving Credit
Line" shall mean $15,000,000.
APPLICABLE USURY LAW. The term "Applicable Usury Law" shall mean all federal
and state usury Laws applicable to the Loan, the Indebtedness, this Agreement and the other
Loan Documents.
APPROVED STATE. The term "Approved State" shall mean, collectively, Arkat1$as,
. Colorado, Idaho, Illinois, Indiana, Iowa, Kansas~Minnesota, Missouri, Montana, Nebraska,
North Dakota, Oklahoma, South Dakota, Texas, Washington, Wisconsin and any other State .
.approved by Administrative Agent in writing, in its sole discretion.
ASSIGN. The term "Assign" shall mean, with respect to all A&O Subsidy Payments
andlor A&O Subsidy Amounts. the valid and enforceable assignment by Borrower of all of
Borrower's rights to receIVe such amounts under and pursuant to the applicable MGU
Agreement.
ASSIGNEE. The term "Assignee" shall have the meaning set forth in Section 9.2 hereof.

DAL-FSl\8744Sv07
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ASSIGNMENT AND ACCEPTANCE. The term "Assignment and Acceptance" shall
mean an Assignment and Acceptance executed pursuant to the terms of Section 9.2 hereof, in the
form of Exhibit C attached hereto.
AUTHORIZED OFFICER. The term "Authorized Officer" means, with respect to any
Person, its president, vice president, chairman, vice chairman, secretary, treasurer or chief
financial officer, or if such Person is a manager-managed limited liability company, such
Person's manager.
AVAILABILITY REPORT. The term "Availability Report" shall mean a report in the
form of Exhibit B attached hereto.
BORROWING BASE LOAN ADVANCE. The term "Borrowing Base Loan Advance"
shall have the !lleaning given to such term in Section 2. 1(a).
BORROWING BASE AMOUNT. The term "Borrowing Base Amount" shall mean, at
any time and" with respect to Borrowing Base Loans, an amount equal to the sum of (a) the A&O
Subsidy Borrowing Base Amount at such time plus (b) the CD Borrowing Base Amount at such
time, less (c) the sum at such time of reserves established by the Administrative Agent
its
commercially reasonable discretion from time to time.

in

BORROWING BASE COLLATERAL DEFICIT AMOUNT. The term "Borrowing
Base Collateral Deficit Amount" shall mean, on any date .and with respect to the Borrowing Base
Loan, the amount by which the aggregate outstanding amount of the Borrowing Base Loan
exceeds the Borrowing Base Amount on such date.
BORROWING BASE LOANS. The term "Borrowing Base Loans" shall have the
meaning given to such term in Section 2. 1(a).
BUSINESS DAY. The term "Business Day" shall mean a day, other than a Saturday or
Sunday, on which commerciafbanks are open for business to the public in Chicago, minois.
CD BORROWING BASE AMOUNT. The term "CD Borrowing Base Amount" shall
mean the aggregate amount of all certificates of deposit in which Administrative Agent has a
first priority perfected security interest (including, without limitation, pursuant to an Account
Control Agreement), including, without limitation, the Initial CD.
CD "PLEDGE AGREEMENTS. The term "CD Pledge Agreements" shall mean,
collectively, (i) that certain Pledge Agreement between R. John Taylor and Administrative
Agent, pursuant to which R. John Taylor pledges his interests in the certificate of deposit listed
therein to the Administrative Agent, (ii) "that certain Pledge Agreement between Randolph D.
Lamberjack and Administrative Agent, pursuant to which Randolph D. Lamberjack pledges his
interests in the certificate of deposit listed therein to the Administrative Agent, and (iii) that
certain Pledge Agreement between R. John Taylor, James W. Beck, Michael W. Cashman and
Administrative Agent, pursuant to which R. John Taylor, James W. Beck and Michael W.
Cashman pledge their interests in the certificate of deposit listed therein to the Administrative
Agent.
DAL-FS 1\87445v07
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CLEARWATER CONSENT AND AGREEMENT. The term "Cle31Water Consent and
Agreement" shall mean that certain Consent and Agreement dated as ofOdober 27,2006 by and
between CropUSA, Clearwater Insurance Company and Administrative Agent.
CLOSING DATE. The term "Closing Date" shall mean October 27,2006.
CODE. The term "Code" shall mean the Internal Revenue Code of 1986, as amended
from time to time.
COLLATERAL. The term "Collateral" shall mean any property in which the
Administrative Agent has been granted a Lien to secure the Indebtedness pursuant to this
Agreement or any other Loan Document.
COLLECTION ACCOUNT. The term "Collection Account" shall mean account no.
4500249949 at Charter One, held in the name of Administrative Agent, into which all
Collections in each Lockbox Account shall be swept on a weekly basis in accordance with the
terms of Section 2.3.
.
COLLECTIONS. The term "Collections" shall mean all A&O Subsidy Payments owing
to Borrower under or pursuant to an MGU Agreement (whether by the FCIC or the applicable .
SRA Coverholder), all Premium Accounts Receivable and all other amounts remitted by any
Person into the Collection Account in respect of the Collateral or otherwise owing to Borrower
.
.
by any Person in respect ofthe CollateraL
COMMITMENT FEE. The term "Commitment Fee" shall have the meaning set forth in
Section 2.9(a).
COMMONLY CONTROLLED ENTITY. The term "Commonly Controlled Entity"
shall mean an entity, whether or not incorporated, which is under. common control with any
Related Party within the meaning ofSection 414(b) or (c) of the Code.
CROP INSURANCE. The term "Crop Insurance" shall mean federal crop insurance for
an agricultural commodity authorized by the Federal Crop Insurance Act and approved by the
FCIC that is sold and serviced consistent with the Federal Crop Insurance Act and FCIC
regulations .
. DEFAULT. The term "Default" shall mean an event which with the passage of time or
notice or both would constitute an Event of Default

I
!

DEFAULT RATE. The term "Default Rate" shall have the meaning for such term set
.
forth in Section 2.7 of this Agre~ment.
DISTRIBUTION.. The term "Distributions" .shall mean, during. any period of
determination, (i) any dividends or other distribution of earnings· to any Related Party's
shareholders, partners, members or equity holders, (ii) the net increase in the outstanding balance
of all obligations or indebtedness due from any Related Party's shareholders, partners, members .
or equity holders to such Related Party and (iii) the net decrease in the outstanding balance of all
DAL-FS1\8744Sv07
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obligations or indebtedness due from any Related Party to such Related Party's shareholders,
partners, members or equity holders.
ERISA. The term "ERISA" shall mean the Employee Retirement Income Security Act of
1974, as amended from time to time.
'
EVENT OF DEFAULT. The term "Event of Default" shall have the meaning given to
such term in Section 7.1.
FCIe. The term "FCIC" shall mean the Federal Crop Insurance Corporation a whollyowned governni.ent corporation of the United States Department of Agriculture.
FEDERAL CROP' INSURANCE ACT. The term "Federal Crop Insurance Act" shall
mean the Federal Crop Insurance Act (7 U.S.c. §1501 et. seq.) and Section 536 of the
Agricultural Research, Extension and Education Reform Act of 1998, each as amended.
OAAP. The term "GAAP" shall mean generally accepted accounting principles and
other standards as promulgated by the American Institute of Certified Public Accountants.
GNC. The term "ONC" shall mean Growers National Cooperative Insurance Agency,
Inc., a property and casualty insurance agency domiciled in the State of Idaho, its successors and
permitted assigns.
,

,

ONC AGENCY AGREEMENT. The term "GNC Agency Agreement" shall mean the
Agency and'Development Agreement dated January 1, 2001, between Borrower and ONC, as
supplemented, amended or restated in accordance with the terms hereof
GNC MANAGEMENT AGREEMENT. The term "GNC Management Agreement" shall
mean the Management Agreement dated January 1, 2001, between Borrower and GNC, as
supplemented, amended or restated in accordance with the terms hereof.
GUARANTOR. The term "Guarantor" shall mean any Person or Persons who now or
hereafter execute a Guaranty Agreement in favor of Administrative Agent, for the benefit of
Lender Parties, with respect to all or any part of the Indebtedness, including, without limitation,
AIA Insurance, Inc. and each Individual Guarantor.
GUARANTY AGREEMENT. The telm "Guaranty Agreement" shall mean those certain
guaranty agreements executed by each Guarantor in favor of Administrative Agent, for the
benefit of the Lender Parties, i~ form and substance satisfactory to Administrative Agent.
INDEBTEDNESS. The term "Indebtedness" shall mean all amounts advanced hereunder
by Lenders to Borrower together with all other amounts owing or becoming owing to any Lender
Party by Borrower, any Guarantor or any other Related Party under or pursuant to the Loan
Documents, whether direct or indirect, absolute or contingent, now or hereafter existing.
INDEPENDENT DIRECTOR. The term "Independent Director" shall have the meaning
given to such term in Section 6.1 (m).
DAL-FS\\87445v07
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INDIVIDUAL GUARANTOR. The term "Individual Guarantor" shall mean R. John
Taylor and each other individual Person who now or hereafter executes a guarantor of the
Indebtedness in favor of the Administrative Agent and Lender Parties, and each of their heirs,
successors and assigns ..
INITIAL CD. The term "Initial CD" shall mean, collectively, the following certificates
of deposit, each of which is subject to an Account Control Agreement: (i) certificate of deposit
nUmber 414860270 issued by Zions First National Bank in the name of Borrower in the amount
of$127,371.61; (ii) the Lamberjack CD; (iii) the Taylor CD, and (iv) the Taylor ~oint CD.
LAMBERJACK CD. The term "Lamberjack CD" shall mean certificate of deposit
number 414860478 issued by Zions First National Bank in the name of Randolph Lamberjack in
the amount of$504,091.10, which is subject to an Account Control Agreement.
LAW; The term "Law" shall mean any statute, law, regulation, ordinance, rule, treaty,
judgment, order, decree, permit, CQncession, franchise, license, agreement or other governmental
restriction of the United States or any state or political subdivision thereof or of any foreigt)
country or any department, state, province or other political subdivision thereof.
LENDER. The term "Lender" shall mean the Initial Lender and its permitted assigns
pursuant to Section 9.2 of this Agreement,and the successors thereof..
LENDER PARTIES. The term "Lender Parties" shall mean Administrative Agent and
al1 Lenders.
LIABILITIES. The term "Liabilities"shaI1 mean, as to any Person, all indebtedness,
liabilities and obligations of such Person, whether matured or unmatured, liquidated or
unliquidated, primary or secondary, direct or indirect, absolute, fixed or contingent, and whether
or not required to be considered pursuant to GAAP.
,j
\

.i

j

:1

!,

LIEN. The term "Lien" shall mean, with respect to any property or assets, any right or
interest therein of a creditor to secure Liabilities owed to it or any other arrangement with such
creditor which provides for the payment of such Liabilities out of such property or assets or
. which" allows such creditor to have such Liabilities satisfied out of such property or assets prior
to the general creditors of any owner thereof, including any lien, mortgage, security interest,
pledge, deposit, rights of a vendor under any title retention or conditional sale agreement or lease"
substantially equivalent thereto, tax lien, mechanic's or materialman's lien, or any other charge
or encumbrance for security purposes, whether arising by Law or agreement or other:wise, but
excluding any right of offset which arises wjiliout agreement in the ordinary course of business.
"Lien" also includes any financing statement, any registration of a pledge (such as with an issuer
of uncertificated securities), or any other arrangement or action which would serve to perfect a
Lie)) described in the preceding sentence, regardless of whether such financing statement is filed,
such registration is made, or such arrangement or action is undertaken before or after such Lien
exists.
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LIQUIDATED DAMAGES FEE. The term "Liquidated Damages Fee" shall mean, at
any time, the amount equal to the prqduct of (a) $50,000 times (b) the Liquidated Damages Fee
Multiplier.
LIQUIDATED DAMAGES FEE MULTIPLIER. The term "Liquidated Dalnages Fee
Multiplier" shall mean, at any time, the number of months left at such time until the then-existing
Maturity Date (which number shall be rounded up if the number of months is not a whole
number and the number of days in the partial month equals of exceeds 15).
LOAN. The term "Loan" shall mean an extension of credit by a Lender to the Borrower
under Article II in the form of a Borrowing Base Loan, a Net Premium Loan or an Overadvance
Loan.
LOAN. ADVANCE. The term "Loan Advance" shall mean a Borrowing Base Advance,
a Net Premium Loan Advance or an Overadvance Advance, as the context may require.
LOAN DOCUMENTS: The term "Loan Documents'" shall mean this Agreement,
Schedule A, each Note, each Guaranty Agreement, each Subordination Agreement, each
Account Control Agreement, each CD Pledge Agreement, the Clearwater Consent and
Agreement and all other documents, instruments, writings and other agreements executed in
connection with this Agreement by the Borrower, any Guarantor or any other Related Party,
together with any and all renewals, amendments, restatements or replacements thereof
. LOCKBOX ACCOUNT. The term "Lockbox Account" shali have the meaning given to
such term in Section 2.3.
LOCKBOX ACCOUNT BANK. The tenn "Lockbox Account Bank:" shall have the
meaning given ~o such term in Sectio.n 2.3.
MATERlAL ADVERSE EFFECT. The term "Material Adverse Effect" shall mean a
material adverse effect on (a) the business, assets, operations, properties or financial condition of
Borrower, any Guarantor or any other Related Party; (b) the ability of any of Borrower, any
Guarantor or any other Related Party to perform its respective obligations under any Loan
Document; (c) the legality, validity or enforceability of any Loan Document; (d) the collectibility
by the Administrative Agent of the A&O Subsidy Payments; (e) the Administrative Agent's first
priority perfected security interest (other than Permitted Liens), for the benefit of the Lender
Parties~ in the Collateral generally or in any significant portion' of the Collateral; (f) the Lender
Parties' rights to the Collateral; or (g) the ability of the Borrower to act as managing general
agent for SRA Coverholders (including, without limitation, due to a failure to' receive the
approval by the FCIC ofthe related SRA or the Borrower's role as managing general agent under
a MGU Agreement)~ and a Material Adverse Effect shall expressly include, without limitation,
(1) termination of the AlA Agreement or ~y amendment or modification to the AIA Agreement
that would materially and adversely effect Borrower;. (2) the default by AlA under the AlA
Agreement in its provision of administration and management services to the Borrower as set
forth therein; (3) the non-renewal or termmation of AlA as the agent and administrator of the
. Trusts; (4) termination of the GNC Management Agreement or the GNC Agency Agreement or
DAL-FS 1\87445v07
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any default under or amendment or modification to the GNC Management Agreement or GNC
Agency Agreement that would materially and adversely effect Borrower; (5) the non-renewal or
termination of Borrower as the management company for GNC; (6) the non-renewal or
termination of Borrower as the agent of record on insurance policies issued to GNC or its
members in accordance with the terms of the GNC Agency Agreement; (7) the discontinuance of
the United States federal government's sponsorship, regulation and/or subsidization of the
multiple peril crop insurance program or any change thereto that has a material adverse effect on
the Borrower; or (8) the failure by the FCIC to deposit A&O Subsidy Payments into the Lockbox
Account.
MATURITY DATE. The term "Maturity Date" shall mean October 27, '2009, or such
later date to which the Maturity Date is extended pursuant to Section 2.11.
MAXIMUM RATE. The term "Maximum Rate" shaH mean the highest lawful and
nonusurious rate of interest that at any time or from time to time may be contracted for, taken,
reserved, charged, or received on the Note and the Indebtedness under Applicable Usury Law.
MGU AGREEMENT. The term "MGU Agreement" shall mean each Managing General
Underwriter Crop Insurance Agreement between a SRA Coverholder and Borrower, pursuant to
which Borrower agrees to act as the applicable SRA Coverholder's agent to supervise and
underwrite Crop Insurance in those Approved States in which the applicable SRA Coverholder
and the Borrower are licensed.
MONTHLY MAINTENANCE FEE. The term "Monthly Maintenance Fee" shall have
,the meaning given to such term in Section 2.1 O(b).
MOODY'S. The term "Moody's" shall mean Moody's Investors Service, Inc. (or its
successors in interest).
NET INCOME. The term "Net Income" shall mean with respect to any period, the net
earnings of Borrower (excluding all extraordinary gains. or nonrecurring income) before
provision for income taxes for such period, all as reflected on the financial statements of
Borrower supplied to Administrative Ag~nt pursuant to Section 6.4 hereof.
NET LOSS. The term "Net Loss" shall mean with kespect to any period, the net loss of
Borrower (excluding all extraordinary gains or nonrecurring income) before provision for
income "taxes for such period, all as reflected on the financial statements of Borrower supplied to
Administrative Agent pursuant to Section 6.4 hereof
NET PREMIUM ACCOUNTS RECEIVABLE. The term "Net Premium Accounts
Receivable" shall mean the sum of Premium Accounts Receivable less the aggregiite amount of
all Premium Accounts Excluded; provided, however, Administrative Agent reserves, the right, in
its sale discretion, to determine which Premium Accounts Receivable shall be included in the
calculation of Net Premium Accounts Receivable.
"
NET PREMIUM BORROWING BASE AMOUNT. The term "Net Premium Borrowing
Base Amount" shall mean, at any time and with respect to Net Premium Loans, an amount equal
DAL-FSJ\87445v07
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to (i) eighty percent (80%) of the Net Premium Accounts Receivable less (ii) the sum at such
time of reserves established by the Administrative Agent in its commercially reasonable
discretion from time to time.
NET PREMIUM COLLATERAL DEFICIT AMOUNT. The teITI1 "Net Premium
Collateral Deficit Amount" shall mean, on any date and with respect to the Net Premium Loan, .
the amount by which the aggregate outstanding amount of the Net Premium Loan exceeds the
Net Premium Borrowing Base Amount on such date.
NET PREMIUM LOAN ADVANCE. The teITI1 "Net Premium Loan Advance" shall
have the meaning given tosuch term in Section 2. I (b).
NET PREMIUM LOANS. The TeITI1 "'Net Premium Loans" shall have the meaning
given to such tenn in Section 2.1 (b).
NOTE. The teITI1 "Note" shall mean any promissory note of the Borrower issued to the
Initial Lender (or subsequently re-issued by Borrower to an assignee of Initial Lender pursuant to
Section 9.2 hereof), as such promissory note may be amended, modified, supplemented or
restated from time to time, and any substitutions for or renewals of, such promissory notes.
OVERADVANCE ADVANCE. The term "Overadvance Advance" shall have the
meaning given to such teITI1 in Section 2.1(c).
OVERADVANCE LIMIT. The term "Overadvance Limit" shall mean $500,000.
OVERADVANCE LOAN. The term "Overadvance Loan" shall have the meaning given
to such term in Section 2.1 (c).
OVERADVANCE TERMINATION DATE. The term "Overadvance TeITI1ination Date"
shall mean August 31, 2007.
PATRIOT ACT. The term "Patriot Acf' shall mean the Uniting. and Strengthening
America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of
2001, P.L. 107-56, as amended.

I
!

PERMITTED LIENS. The term "Permitted Liens" shall mean (a) Liens in favor of
Adrllinistrative Agent for the benefit of Lender Parties and (b) Liens securing Subordinated Debt
that are expressly subordinated to the Liens in favor of Administrative Agent, for the benefit of
Lender Parties, pursuant to a Subordination Agreement.
PERSON. The teITI1 <'Person" shall mean an individual: partnership, corporation, limited
liability company, limited liability partnership, joint venture, joint stock company, association,
trust, unincorporated organization or any other entity or organization, includirig without
limitation a government or agency or political subdivision thereof
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PLAN. The term "Plan" shall mean any pension "plan that is covered by Title IV of
ERISA and with respect to which Borrower or a Commonly Controlled Entity is an "Employer"
as defined in section 3(5) of ERISA.
PREMIUM ACCOUNTS EXCLUDED. The term "Premium Accounts Excluded" shall
mean the sum of (i) the aggregate amount of the premium payable by anyone Crop Insurance
policyholder that has more than five percent (5%) of all Premium Accounts Receivable, and (ii)
Premium Accounts Receivable which are 90 days or more past due.
PREMIUM ACCOUNTS RECEIYABLE. The term "Premium Accounts Receivable"
shall mean the aggregate amount of all Crop Insurance premiums owing to Borrower pursuant to
the MGU Agreements, net of all off-sets for expense advanCes made by an SRA Coverholder to
Borrower, as determined by Borrower in connection with its annual Crop Insurance premium
remittance to the FCrc.
RELATED PARTY. The term "Related Party" shall mean, collectively, the Borrower,
each Guarantor and each Subsidiary and "Affiliate of Borrower or any Guarantor that is a party to
this Agreement or any other Loan Document.
REQUEST FOR ADYANCE. The term "Request for Advance" shall mean a written
request for an advance in the form of Exhibit A attached hereto and made a part hereof as
submitted in accordance with Section 2.] (e).

I

REQUIRED LENDERS. The term "Required Lenders" shall mean, at anyone time, any
group of Lenders holding Loans which constitute a majority of the aggregate outstanding
principal amount of all Loans at such time.

I

RMA. The term "RMA" shall mean the Risk Management Agency of the United States
Department of Agriculture.

1

S&P: The term "S&P" shall mean Standard & Poor's Ratings Group, a division of The
McGraw-Hill Companies, Inc. (or its successors in interest).
""'"l
.i

SCHEDULE A. The term "Schedule A" shall mean Schedule A of this Agreement
executed by Borrower, as amended, supplemented or restated from time to time upon written
agreement of Administrativ~ Agent, Required Lenders and Borrower.
SRA. The term "SRA" shall mean, with respect to any SRA Coverholder, the Standard
Reinsurance Agreement between such SRA Coverholder and the FCrC, supervised by the RMA,
"
on such terms as required by'the FCIC.
SRA COVERHOLDER. The term "SRA Coverholder" shall mean, at any time, an
insurance company that has entered into (i) an SRA that is in full force and effect as of the thencurrent reinsurance year and (ii) an MGU Agreement with Borrower.
STATED INTEREST RATE. The term "Stated Interest Rate" shall mean the lessor of
(a) (1) with respect to all Borrowing Base Loans, fifteen percent (15.00%) per annum, (2) with
DAL-FS \\81445v07
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respect to all Net Premium Loans, twenty two and one-half percent (22.50%) per annum, and (3)
with respect to all Overadvance Loans, thirty percent (30.00%) per annum and (b) the Maximum
Rate.
SUBORDINATED DEBT. The term "Subordinated Debt" shall mean the . aggregate
amount of any Liabilities of Borrower to Persons other than Lender Parties that by its terms is
subordinated in all respects, including, but not limited to, the right of payment, to the prior
payment in full of the Indebtedness. A Subordination Agreement shall be entered into by all
holders of Subordinated Debt.
SUBORDINATION AGREEMENT. The term "Subordination Agreement" shall mean,
collectively, each subordination and standstill agreement executed by a holder of Subordinated
Debt in favor of the Administrative Agent and Lenders, in accordance with the terms of this
Agreement.
SUBSIDIARY. The term "Subsidiary" shall mean, with respect to any Person, any
corporation, association, partnership, limited liability company, joint venture, or other business
. or corporate entity, enterprise or organization which is directly or indirectly (through one or
more interrne"diaries) controlled by or owned fifty percent or more by such Person.·
TAYLOR CD. The term 'Taylor CD" shall mean, collectively (i) certificate of deposit
number 414860189 issued by Zions First National Bank in the name of R. John Taylor in the
amount of $309,538.89, which is subject to an Account Control Agreement, and (ii) certificate of
deposit number 4149009419 issued by Zions First National Bank in the name ofR. John Taylor
in the amount of $59,250.94, which is subject to an Account Control Agreement.
TAYLOR JOINT CD. The term "Taylor Joint CD"· shall mean certificate of deposit
number 4001984 issued by Private Bank Minnesota in the names ofR. John Taylor, James W.
Beck, and Michael W. Cashman in the amount of $500,000, which is subject to an Account·
ContrOl Agreement.
.
TERMINATION DATE. The tenn "Termination Date" shall have the meaning given to
such term in Section 2.5 of this Agreement.
TERMINATION NOTICE. The term "Termination Notice" shall have the meaning
given to such term in Section 2.5 of this Agreement

,

I
I

TRUSTS. The term "Trusts": shall mean those trusts which serve as the policyholder for
certain of the group insurance policies administered by AlA, including but not limited to the
Grain Growers Membership and Insurance Trust and the American Soybean Association
Membership and Insurance Trust.
UCC. The term "UCC" shall mean the Uniform Commercial Code as in effect in the
State of Illinois.
VOLUNTARY TERMINATION. The term "Voluntary Termination" shall have the
meaning given to such term in Section 2.5 of this Agreement.

i

;

DAL-FS1\87445v07

11

AFFIDAVIT OF REED TAYLOR
AIA001170

Section 1.2. EXHIBITS AND SCHEDULES; ADDITIONAL DEFINITIONS. All
Exhibits and Schedules attached to this Agreement are a part hereof for aU purposes. All terms
defined in the UCC and not otherwise defined herein (including, without limitation, chattel
paper, commercial tort claims, deposit accounts, securities accounts, documents, equipment,
fixtures, general intangibles, goods, instruments, inventory, investment property, letter-of-credit
rights, supporting obligations, and proceeds) shall have the meanings assigned to them in the
UCC. All accounting terms not specifically defined herein shall be construed in accordance with
GAAP.

i·
!
I

I

j
!
i

I

Section 1.3.· AMENDMENT OF DEFINED DOCUMENTS. Unless the context
otherwise requires or unless otherwise provided herein the terms defmed in this Agreement
which refer to a particular agreement, instrument or document also refer to and include all
renewals, extensions, modifications, amendments and restatements of such agreement,
instrument or documents provided that nothing contained in this Section shall be construed to
authorize any such renewal, extension, modification, amendment or restatement.
Section 1.4. REFERENCES AND TITLES. All references in this Agreement to
Exhibits, Schedules, articles; sections, subsections and other subdivisions refer to the Exhibits,
Schedules, articles, sections, subsections and other subdivisions of this Agreement unless
expressly provided otherwise. Exhibits and Schedules to any Loan Document shall be deemed
. incorporated by reference in such Loan Document. References to any document, instrument, or
agreement (a) shall include all exhibits, schedules and other attachments thereto and (b) shall
include all documents, instruments or agreements issued or executed in replacement thereof
Titles appearing at the beginning of any subdivisions are for convenience only and do not
constitute any part of such subdivisions and shall ·be disregarded in construing the language
contained in such subdivisions. The words "this Agreement'\ "herein", "hereof', "hereby",
"hereunder" and words of similar import refer to .this, Agreement as a whole and not to any
particular· subdivision unless expressly so limited. The phrases "this section" and "this
subsection" and similar phrases refer only to the sections or subsections hereof in which such
phrases occur.· The word "or" is not exclusive, and the word "including" (in its various forms)
means «including without limitation". References to "days" shall mean calendar days unless the
tem Business Day is used. Unless otherwise specified, references herein to any particular Person
also refer to its successors and permitted assigns.

i
j

ARTICLE 2
LOAN(S), INTERESTR,ATE AND OTHER CHARGES

I
Section 2.1.

AMOUNT OF LOAN.

(a)
Subject to the terms, covenants and conditions set forth herein, Lender
agrees upon the Borrower's request from time to time (but in no event more often than once per
week), until the Maturity Date, to make advances to Borrower (collectively, the "Borrowing
Base Loan" and each advance thereof a "Borrowing Base Loan Advance"), in an aggregate
amount not to exceed at any time outstanding the Borrowing Base Amount. Additionally, at no
time shall the.sum of (i) the aggregate amount of the Borrowing Base Loans outstanding at such
time plus (ii) the aggregate amount of the Net Premium Loans outstanding at such time exceed
DAL-FSl\8744Sv07
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the Amount of Revolving Credit Line. For any period, the minimum amount funded under the
Borrowing Base Loan shall not be less than $100,000 and each Borrowing Base Loan Advance
shall be in an' amount equal or exceeding $100,000. Within the limits of this Section 2.1(a),
Borrower may borrow, repay and reborrow Borrowing Base Loans.

!

1.

1

(b)
Subject to the terms, covenants and conditions set forth herein, Lender
agrees upon the Borrower's request from time to time (but in no event more often than once per
week), until the Maturity Date, to make advances to Borrower (collectively, the "Net Premium
Loan" and each advance thereof a "Net Premium Loan Advance''),. in an aggregate amount not to
exceed at any time outstanding the Net Premium Borrowing Base Amount. Additionally, at no
time shall the sum of (i) the aggregate amount of the Borrowing Base Loans outstanding at such
time plus (ii) the aggregate amount of the Net Premium Loans outstanding at such time exceed
the Amount of Revolving Credit Line. For any period, the minimum amount funded under the
Net Premium Loan shall not be less than $100,000 and each Net Premium Loan Advance shall
be in an amount equal or exceeding $100,000. Within the limits of this Section 2.1(b), Borrower
may borrow, repay and reborrow Net Premium Loans ..
(c)
Subject to the terms, covenants and conditions set forth herein, Lender
agrees upon the Borrower's request from time to time (but in no event more often than once per
week) until the Overadvance Termination Date, to make advances to Borrower (collectively, the
«Overadvance Loan" and each advance thereof an "Overadvance Advance"), in an aggregate
amount not to exceed at any time outstanding the Overadvance Limit. For any period, the
minimum amount funded under the Overadvance Loan shall not be less than $100,000 and each
Overadvance Advance shall be in an amount equal to or exceeding $100,000. Within the limits
of this Section 2.1(c), Borrower may borrow, repay and reborrow the Overadvance Loan.
(d)
The obligation of Borrower to repay to a Lender the aggregate amount of
each Loan Advance made by such Lender, together with interest accruing in connection
therewith, shall be eVidenced by a Note in substantially the fonn of Exhibit E attached hereto and
made a part hereof, issued in the principal amount of such Loan Advance and dated the date on
which the proceeds of such Loan Advance are advanced hereunder to or for the account of the
Borrower. The amount: of principal owing on any Note at any given time shall be the aggregate
amount of the Loan Advance evidenced thereby minus all payments of principal theretofore
received by the Administrative Agent on such Note. Interest on each Note shall accrue and be
due and payable as provided herein and therein. Each Note shall be due and payable as provided
herein and therein, and the principal amount of the Loan Advance evidenced thereby, together
with all accrued and unpaid intet:est thereon, shall be due and payable in full on the Maturity
Date and Borrower unconditionally promises to pay each Note in full on the Maturity Date.
(e)
The Borrower will make a request for a Loan Advance to the
Administrative Agent' in such manner as the Administrative Agent may from time to time
prescribe. -Each Loan Advance shall be In a minimum amount 0[$100,000. In the absence of
any such further direction from the Admin.istrative Agent and subject to the provisions hereof,
the Borrower shall request a Loan Advance by having a representative of the Borrower,
previously designated by the Borrower in writing to the Administrative Agent, submit a Request
for Advance to the Administrative Agent, together with such other information as is required by.
DAL-FSJ\S7445v07
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Article IV hereof, and must be given so as to be received by the Administrative Agent not later
than 2:00 p.m. (Chicago time) two Business Days prior to the requested funding date of such
proposed Loan Advance. Each Request for Advance shall specify such information as
Administrative Agent may reasonably request, in each case in form and substance acceptable to
Administrative Agent. Each Request for Advance shall be deemed a representation and warranty
by the Borrower that (i) all conditions precedent specified in Article IV hereof with respect to
such Loan Advance are satisfied on the date of such request and (ii) no breach or default under,
and no Event of Default defined or described in, this Agreement or any of theLoan Documents
exists or, after giving effect to the Loan Advance requested pursuant to such Request for
Advance, will exist. Prior to any Lender making a Loan Advance, the Borrower shall execute a
Note in favor of such Lender in the aggregate principal amount of such Loan Advance, in.
accordance with the terms ofSec60n 2.1 (c).
.
Section 2.2.

INTEREST RATE.

(a)
Unless the Default Rate shall apply, the outstanding principal balance of
the Loan shall bear interest at the Stated Interest Rate on each day outstanding.
(b)
The monthly interesf due on the principal balance of the Loan outstanding
shall be computed for the actual number of days elapsed during the month in question on the
three hundred sixty (360) days and shall be calculated by
basis of a year consisting
determining the average daily principal balance outstanding for each day of the month in
question. The daily rate shall be equal to 1I360th times the Stated Interest Rate (but shall not
exceed the Maximum Rate).
"

of

Section 2.3. " COLLECTION ACCOUNT AND LOCKBOX ACCOUNTS.

,, .
J

I

1

j

I

(a)
On or prior to the Closing Dale, the Collection Account shall be
established into which all Collections in each Lockbox Account shali be swept on a weekly
basis. All amounts deposited into the Collection Account shall be held by the Administrative
Agent in trust for the benefit of the Administrative AgeJ)t and the Lenders in accordance with the
terms and provisions ofthis Agreement, and any funds on depositin the Collection Account shall
not be commingled with any funds held by the Administrative Agent on its behalf or on behalf of
any other Person. Administrative "Agent shall apply all Collections" and other funds received in
the Collection Account and all other proceeds of Collateral otherwise received by Administrative
Agent to the Indebtedness in accordance with Section 2.8.

(b)
On or prior t9 the Closing Date, the Borrower shall have established one
or more blocked accounts (each a "Lockbox Account") in the Borrower's name with such banks
as are acceptable to Administrative Agent (each a "Lockbox Account Bank"), subject to
irrevocable instructions in a form specified, by Administrative Agent, in which the Borrower
shall immediately deposit or cause to be deposited (in each case by ACH or wire transfer) all
Collections (including, without limitation, all A&O Subsidy Payments and all Premium
Accounts Receivable) and all other amounts received by or for the account of the Borrower
constituting proceeds of Collateral. The Borrower hereby aclcnowledges and agrees that, all
Collections held or deposited in the Lockbox Accounts shall be transferred by the applicable
DAL-FSI\87445v07
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Lockbox Account Banks to the Collection Account weekly, without any further notice or action
required by Administrative Agent. The Administrative Agent will withdraw funds from the
Collection Account from time to time in order to make payments on the Indebtedness as
provided in Sections 2.3 and 2.8 hereof. If any of the Borrower, any other Related Party or and
any of their Affiliates, employees, agents and other Persons receive any A&O Subsidy Payment,
Premium Accounts Receivable or other Collections and any other moneys, amounts, drafts or
other payments relating to andlor proceeds of the A&O Subsidy Payments, Premium Accounts
Receivable or other Collections or if such amounts otherwise come into the possession or under
the control of Borrower or other Related Party or any Affiliates, employees, agent or other
, Persons acting for or in concert with such Related Party then, immediately upon receipt thereof
(and in no event later than one (1) Business Day of receipt thereof), such Related Party or
Persons shall deposit the same or cause the same to be deposited in kind, into, the Collection
Account and, until such time as such amounts are so deposited into the Collection Account, such
Related Party or Person shall be deemed holding such amounts as trustee for the Administrative
Agent and the Lenders, as the sole and exclusive property of Administrative Agent and the
Lenders.
Section 2.4. PAYMENT DUE ON A NON-BUSINESS DAY. If any payment of the
Indebtedness falls due on a day other than a Business Day, then such due date shall be extended
to the next succeeding Business Day.

)

Section 2.5. VOLUNT ARY PREPAYMENTS. Borrower may, at any time, terminate
financing under this Agreement and prepay the Indebtedness in full from the proceeds of a
refinancing from a third party lender or the sale of all of the assets or equity of the Borrower to
an unrelated third party (a "Voluntary Termination") by providing Administrative Agent and
Lenders with written notice (the "Termination Notice") at least ninety (90) calendar days prior to
the specific date upon which Borrower intends to cease financing hereunder and prepay the
Indebtedness in full (the "Termination Date"). As of the Termination Date, Lenders shall cease
making advances under this Agreement and all Indebtedness shall be immediately due and
payable upon the earlier' of the Maturity, Date or the Termination Date, as applicable. In
connection with a Voluntary Termination, the Indebtedness owing and to be paid by Borrower to
Administrative Agent for the account of Lender Parties on the Termination Date shall include as
liquidated damages, not as a penalty, an amount equal to the Liquidated Damages Fee.
Notwithstanding any other provision of any Loan Document, no termination of financing under
this Agreement shall affect Lender Parties' rights or any of the Indebtedness existing as of the
Termination Date, and the provisions of the Loan Documents shali continue to be fully operative
until the Indebtedness (other than indemnity obligations under the Loan Documents that are not
then due and payable or for which any events or claims that would give rise thereto are not then
pending) have been fully performed and indefeasibly paid in cash in fulL The Liens granted'to
Administrative Agent for the benefit of the Lender Parties under the Loan Documents and the
financing statements filed pursuant thereto and the rights and powers of Administrative Agent
and Lenders thereunder shall continue in full force and effect until (a) all of the Indebtedness
(other than indemnity obligations under the Loan Documents that are not then due and payable
or for which any events or claims that would 'give rise thereto are not then pending) has. been
fully performed and indefeasibly paid in full in immediately available funds, and (b) any
obligation to provide financing under this Agreement has been terminated, as provided herein.
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Administrative Agent hereby agrees to give Borrower written confmnation of the amount of the
Indebtedness in a timely fashion following receipt of a Termination Notice.
Section 2.6.

MAXIMUM INTEREST; CONTROLLING AGREEMENT.

(a)
The contracted for rate of interest of the Loan, without limitation, shall
consist of the following: (i) the Stated Interest Rate, calculated and applied to the principal
balance of the Note in accordance with the provisions of the Note and this Agreement; (ii)
additional interest charged when the Default Rate is charged pursuant to the terms hereof,
calculated and applied to the amounts due under the Note in accordance with the provisions of
the Note and this Agreement; and (iii) all Additional Sums, if any. Borrower agrees to pay an
effective contracted for rate of interest which is the sum of the above-referenced elements.
All fees, charges, goods, things in action or any other sums or things of
".. (b)
value (other than amounts described in the immediately previous paragraph), paid or pay(ibie by
Borrower (collectively, the "Additional Sums"), whether pursuant to the Note, this Agreement or
any other documents or instruments in any way pertaining to this lending transaction, or
otherwise with respect to this lending transaction, that under any applicable Law may be deemed
to be interest with respect to this lending transaction, for the purpose of any applicable Law that "
may limit the maximum amount of interest to be charged with respect to this lending transaction,
shall be payable by Borrower as, and shall be deemed to be, additional interest and for such
purposes only, the agreed upon and "contracted for rate of interest" of this lending transaction
shall be deemed to be increased by the rate of interest resulting from the inclusion of the
Additional Sums.
"

"

(c)
It is the intent of "the parties to comply with Applicable Usury Law.
Accordingly, it is agreed that notwithstanding any provisions to the contrary in the Loan
Documents, or in any of the documents securing payment hereof or otherwise relating hereto, in
no event shall the Loan pocuments or such other documents require the payment or permit the
collection ofinterest in excess of the Maximum Rate permitted by Applicable Usury Law. In the
event (i) any such excess of interest otherwise would be contracted for, charged or received from
Borrower or otherwise in connection with 'the Loan or other Indebtedness, or (ii) the Maturity
Date i"s accelerated in whole or in part, or (iii) all or part of the principal or interest of the Loan
shall be prepaid, so that under any of such circumstances the amount of interest contracted for,
charged or received in connection with the Loan, would exceed the Maximum Rate permitted by
Applicable Usury Law, then in any such event (1) the provisions of this paragraph shall govern
and control, (2) neither Borrower, any Guarantor nor any other Person"now or hereafter liable for
the "payment of any Indebtedness will be obligated to pay the amount of such interest to the
extent that it is in excess of the MaXimum Rate, (3) any such excess which may have been
collected" shall be either applied as a credit against the then unpaid principal amount of the
Indebtedness or refunded to Borrower, at Lender's option, and (4) the effective rate of interest
will be automatically reduced to the Maximum Rate. It is further agreed, without limiting the
generality" of the foregoing, that to the extent permitted by Applicable Usury Law, 0) all
calculations of interest .which are made for the purpose of determining whether such rate would
exceed the Maximum Rate shall be made by amortizing, prorating, allocating and spreading
during the period of the full stated term of the Loan, all interest at any time contracted for,
DAL-FS )\87445v07
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charged or received from Borrower or otherwise in connection with the Loan; and (ii) in the
event that the effective rate of interest on the Loan should at any time exceed the Maximum
Rate, such excess interest that would otherwise have been collected had there been no ceiling
imposed by Applicable Usury Law shall be paid to Administrative Agent, for the benefit of the
Lender Parties, from time to time, if and when the effective interest rate on the Loan· otherWise
falls below the Maximum Rate, to the extent that interest paid to the date of calculation does not
exceed the Maximum Rate, until the entire amount of interest which would have otherwise been
collected had there been no ceiling imposed by Applicable Usury Law has been paid in full .
. Borrower further agrees that should the Maximmn Rate be increased at any time hereafter
because of a change in the Law, then to the extent not prohibited by Applicable Usury Law, such
increases shall apply to all Indeb.tedness evidenced hereby regardless of when incurred; but,
again to the extent not prohibited by Applicable Usury Law, should the Maximum Rate be·
decreased because of a change in the Law, such decreases shall not apply to the Indebtedness
evidenced hereQY regardless of when incurred.
Section 2.7. INTEREST AFTER DEFAULT. Upon the occurrence and during the
continuation of an Event of Default, Borrower shall pay interest on the daily outstanding balance
of the Loan at a rate per annum which is twenty four percent (24%) in excess of the. Stated
Interest Rate (the «Default Rate"); provided, however, the Default Rate shall never exceed the
Maximum Rate.
Section 2.8. APPLICATION OF PAYMENTS. On the last business day of each
calendar week, the Administnitive Agent shall distribute all Collections (including, without
limitation, all A&O Subsidy Payments and Premium Accounts Receivable) in the Collection
Account, if any, as follows:
first, to the Administrative Agent, all unpaid fees, costs, expenses and reimbursements
then due and owing by any Related Party to the Administrative Agent pursuant to this
.Agreement or any other Loan Document;
second, to the Administrative Agent for the account of the Lenders, all fees then due and
owing by any Credit Party to such Lender pursuant to this Agreement or any other Loan
Document;
.
third, to the Administrative Agent for the account of the Lenders, ;accrued an4 unpaid
interest on the Loans through such date (to be· allocated between the Lenders based on the
amounts being so distributed from the Collection Account and the percentage share of such
Lenders in the Loan);
fourth, to the Administrative Agent for the accoun~ of the Lenders, (i) with respect to the
Borrowing Base Loan, an amount equal to any Borrowing Base Collateral Deficit Amount as of
such date, (ii) with respect to the Net Premium Loan, an amount equal to any Net Premium
Collateral DefiCit Amount as of such date, (iii) with respect to the Overadvance Loan, an amount
equal to the amount, if any, by which the aggregate amount outstanding on the Overadvance
Loan exceeds $500,000 as of such date, and (iv) the remaining balance of such Collections, if
any, to the unpaid principal balance of the Indebtedness;
.1
t

DAL-FS 1\87445v07

17

AFFIDAVIT OF REED TAYLOR
. -

AIA00117E

fifth, to the Administrative Agent for the account of the Lenders, on each Payment Date
following the occurrence and during the continuance of an Event of Default, the repayment of
principal necessary to reduce the aggregate principal amount of the Loans outstanding on such
date to zero (to be allocated between the Lenders based on the amounts being so distributed from
the Collection Account and the percentage share of such Lenders in the Loan);
sixth, to the Borrower, all remaining funds, for application by the Borrower in a manner
that is not prohibited by the Loan Documents.

No provision of this Agreement or any Note shall require the payment of interest in excess of the
rate pennitted by applicable Law. All interest and amounts payable hereunder shall be paid by
the Borrower in accordance with this Agreement and the applicable Note and otherwise
immediately upon demand during the existence of an Event of Default.
Section 2.9.

FEES.

(a)
The Borrower shall pay to the Administrative Agent, for the account of
Lenders, a cotnmitment fee (the "Commitment Fee") equal to $225,000, which Commitment Fee
shall be fully earned and due and payable upon execution and delivery of this Agreement.
(b)
The Borrower shall pay to the Administrative Agent, for the account of
Lenders, a fee equal to $50,000 per month (the "Monthly Maintenance Fee"). The Monthly
Maintenance Fee shall be reduced dollar for dollar by the amount of interest paid in any such
month. If the interest paid for any month exceeds $50,000, Borrower shall not be responsible for
payment of the Monthly Maintenance Fee for such month.

,

I

.I

II

·lI

Section 2.10. CAPITAL REIMBURSEMENT.
If either (a) the. introduction or
implementation after the date hereof of or the compliance with or any change after the date
hereof in or in the interpretation of any Law regarding capital adequacy, or (b) the introduction
or implementation after the date hereof of or the compliance with any request, directive or
guideline issued after the date hereof from any central bank or other governmental authority
(whether or not having the force of Law) regarding capital requirements has or would have the
effect of redl,lcing the rate of return on any Lender's capital, or on the capital of any corporation
controlling'such Lender, as a consequence of the Loans made by such Lender, to a level below
that which such Lender or such corporation could have achieved but for spch change (taking into
consideration such Lender's policies and the policies of any such corporation with respe.ct to
capital adequacy), then from time to time Borrower will pay to such Lender, within 3 Business
Days of demand therefore by such Lender, such additional amount or amounts as will
compensate such Lender for such reduction.
Section 2.11. EXTENSION OF MATURITY DATE.
The MatUrity Date" shall
automaticallY-be extended for an additional one (1) year period unless, during the period which is
not less than sixty (60) days and not more than ninety (90) days prior to the then-existing
Maturity Date, either Administrative Agent or the Borrower gives written notice to the other
party that the Maturity Date shall not be so extended. If neither party gives such written
notification to the other party during the period set forth in this Section 2.11, then the Maturity
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Date shall automatically extend to the date which is one (1) year after the then-existing Maturity
Date and Borrower shall pay to Administrative Agent, for the account of the Lenders, an
extension fee equal to 0.5% of the Amount of Revolving Credit Line, which extension fee shall
be due and payable on or before the date which was the Maturity Date prior to such extension.
ARTICLE 3
SECURITY
Section 3.1. SECURITY INTEREST. To secure the prompt payment to Lender Parties
of the Indebtedness and any and all other obligations owed by Borrower to Lender Parties,
whether now existing or hereinafter arising, Borrower hereby irrevocably grants to
Administrative Agent, for the benefit of the Lender Parties, a first and continuing sec~rity
interest in all of the following property, whether now owned or existing or hereafter acquired, of
. Borrower: aU. accounts, general intangibles, certificates of deposit, deposit accounts and
securities accounts and other bank accounts wherever maintained and established (and all funds
at any time paid, deposited,' credited or held in such accounts),' chattel paper, instruments,
equipment, inventory, goods, fixtures, letter-of-credit rights, software, documents, investment
property, payment intangibles, supporting obligations, contract rights and all books and records
related to the foregoing and all proceeds (including, without limitation, "proceeds" as defined in
Article 9 of the UCC) of any of the foregoing, including without limitation interest, dividends,
cash, instruments and other property· from time to time received, receivable or otherwise
distributed in respect of or in exchange for or on account of the sale or other disposition of any or
all of the foregoing, and all additions and accessions to any of the foregoing. Without limiting
the foregoing, the Collateral shall include, wIthout limitation, the following:
(a)
All right, title and interest of the Borrower in and to the A&O Subsidy
Payments and the underlying MGU Agreementsrelated thereto;
(b)
All right, title and interest of the Borrower in and to all collections on, and
proceeds of or from, any and all of the foregoing;
(c)
All files, surveys, certificates, correspondence, appraisals, computer
.programs, software, tapes, discs, cards, accounting records, and other records, information, and
data of the Borrower relating to the A&Q Subsidy Payments;
(d)
All contract rights, accounts, rights to payment of money, and general
intangibles, relating to such documents and contracts described in (a) through (c) above and as to
all such Collateral described in (a) through this subparagraph (d) whether now. existing or
hereafter at any time acquired or arising;
(e)
All monies, securities and property, now or hereafter held, received by,
entrusted to, or in the possession or under the control of the Administrative Agent, for the benefit
of the Lender Parties, or a bailee of the Administrative Agent, for the benefit of the Lender
Parties, and all investment property now or hereafter owned by Borrower;

,
\
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(f)
All accessions to, substitutions for and all replacements, products and
proceeds of the foregoing, including, without limitation, proceeds, of insurance policies
(including but not limited to claims paid and prem'ium refunds);
(g)

The Initial CD;

(h)
All certificates of deposit, deposit accounts and secuntIes accounts
including without limitation those listed in Sectionl.l of Schedule A hereto, and all funds,
certificated securities, uncertificated securities, iilstruments and other financial assets credited
thereto, all interest dividends, distributions, cash and other property from time to time received,
receivable OT otherwise distributed in respect of or in exchange for any or all such funds and
financial assets;
-(i)
All books and records (including, without limitation, customer lists, credit
files, tapes, ledg<?r cards, computer software and hardware, electronic data processing software,
computer printouts and other computer materials and records) of Borrower evidencing or
containing information regarding any of the foregoing; and
(j)

All proceeds (as such t\';nn is defined in the ueC) of any of the foregoing.

Section 3.2. COLLATERAL ASSIGNMENT. The Borrower hereby collaterally
assigns to the Administrative Agent, for the benefit of the Lender Parties, all of the Borrower's
, right and title to and interest in, to and under (but not any obligations under) the MGU
Agreements and all other agreements, documents and instruments evidencing, securing or
guaranteeing any A&O Subsidy Payments and all other documents, agreements and instruments
related to any of the foregoing (collectively, the "Assigned Documents"), subject only to
restrictions on assignment contained in an SRA. The Borrower confinns and agrees that the
Administrative Agent (or any designee thereof), following an Event of Default, shall, at its
option, have the sale right to enforce the Borrower's rights and remedies under each Assigned
Document, subject only to restrictions or limitations set forth herein or in any other Loan
Document, but without any obligation on the part of the Administrative Agent, the other Lender
Parties or any of their respective affiliates to perform any of the obligations of the Borrower
under any such Assign'ed Document.
Section 3.3. FINANCING STATEMENTS AND FURTHER ASSURANCES.
Borrower hereby authorizes Administrative Agent to file UCC-l Financing Statements with
respect to the Collateral, and any amendments or continuations relating thereto, including UCC-l
Financing Statements identifying the collateral as "All Assets" or "All Property" or words of
similar meaning. Borrower hereby agrees to execute any other instruments or documents
reasonably necessary to evidence, preserve or protect Administrative Agent's (for the benefit of
the Lender Parties) security interest in the CollateraL Borrower shall not allow any financing
statement or notice of assignment, other thah those filed,in favor of Administrative Agent, to be
on file in any public office covering any Collateral, proCeeds thereof or other matters subject to
the security interest granted to Administrative Agent (for the benefit of Lender Parties).
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. Section 3.4. RECORDS AND INSPECTIONS. Related Parties shall at all times keep
complete and accurate records pertaining to the Collateral, which records shall be current on a
daily basis and located only at the locations set forth in Section 3.4 of Schedule A attached
hereto. Administrative Agent, by or through any of its officers, agents, employees, attorneys or
. accountants, shall have the right to enter any such locations, at any reasonable time or times
during regular business hours, for so long as Administrative Agent may desire, to inspect the
Collateral and to inspect, audit and make extractions or copies from the books,records, journals,
orders, receipts, correspondence or other data relating to the Collateral or this Agreement.
Section 3.5. PROTECTION OF RECORDS. Borrower hereby agrees to take the
following protective actions to prevent destruction of the Collateral and records pertaining to the
Collateral: (i) if Borrower maintains its Collateral records on a manual system such records shall
be kept in a fire proof cabinet or on no less than a monthly basis, a record of all A&O Subsidy
Payments and, all other matters relating to the Collateral shall be placed in an off site safety
deposit box (and Administrative Agent shall have access to such safety deposit box); or (ii) if the
Collateral records are computerized, Borrower agrees to create a tape or diskette "back-up" of
the computerized information and upon the request. of Administrative Agent, provide
Administrative Agent with a tape or diskette copy of such "back-up" information.
Section 3.6. USE OF PROCEEDS. Borrower shall use the proceeds of the Loan
solely (i) in its operations for costs and expenses incurred in the production and underwriting of
Crop Insurance in the ordinary course of business, (ii) for working capital and general business
purposes, (iii) for payment on the Closing Date in full of all indebtedness owed to Private Bank
Minnesota in an amount not exceeding $757,312.85, (iv) for payment on the Closing Date in full
of all indebtedness owed to Zions First National Bank in an amount not exceeding
$1,544,693.44, (v) for payments to Lender Parties hereunder (including without limitation, for
payment of fees and expenses incurred by Lender .Parties or any of their Affiliates in connection
with the transactions contemplated hereby and the other Loan Documents), (vi) for payment.of
fees and expenses incurred by GVC Financial Services, LLC in an amount equal to $600,000.00,
and (vii) for payment of closing expenses related hereto.
ARTICLE 4
CONDITIONS OF CLOSING; SUBSEQUENT ADVANCES
Section 4.1. INITIAL ADVANCE. The obligation of Lenders to make the initial Loan
Advance hereunder is subject to the fulfillment, to the satisfaction of Administrative Agent,
Lenders and their counsel, of each of the following conditions prior to such initial Loan
AdVance:
.
(a)
LOan Documents. Administrative Agent shall have received each of the
following Loan Documents: (i) this Agreement executed by the respective parties; Oi) Schedule
A executed by the respective parties; (iii) the Note evidencing the initial Loan Advance
hereunder, executed by Borrower; (iv) each Guaranty Air"eement executed by the respective
Guarantor; (v) the Account Control Agreement; and (vi) such other documents, instruments and
agreements in connection herewith as Administrative Agent shall require, executed, certified
and/or acknowledged by such parties as Administrative Agent shall designate;
DAL-FS I\87445v01
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(b)
Payoff Letter from Existing Lenders. Borrower's existing lender(s), if
any, shall have executed and delivered a payoffletter to and in favor of Administrative Agent, in
fonn and substance acceptable to Administrative Agent in its S91e discretion;
(c)
Charter Documents. Administrative Agent shall have received copies of
each Related Party's charter documents, as certified by the appropriate official of such Person's
State of organization and each Related Party's bylaws, operating/limited liability company
agreement, or partnership agreement, as applicable, each as amended, modified, or supplemented
to the Closing Date and each certified by an Authorized Officer of such Person;
(d)
Good Standing. Administrative Agent shall have received a good standing
certificate with respect to each Related Party, dated within thirty (30) days of the Closing Date,
by the appropriate official of such Person's state of organization, which certificate shall indicate
that such Person is in good standing in such state·;
(e)
Foreign Oualification.
Administrative Agent shall have received
certificates with respect to each Related Party relating to such Person's qualification to do
business in each state in which such Person's failure to be duly qualified or licensed would have
a material adverse effect on its financial condition or assets, each dated within thirty (30) days of
the Closing Date, issued by the appropriate official of each state and indicating that such Person
is qualified to do business in such state and in good standing;
(f)
Authorizing Resolutions and Incumbency. Administrative Agent shall
. have received a certificate from an Authorized Officer of each Related Party attesting to (i) the
adoption of resolutions by such Person's board of directors, members or general partner, as
applicable, authorizing the execution and delivery of this Agreement and the other Loan
Documents to which such Person is a party and the consummation of. the transactions
contemplated herein and therein and authorizing specific officers, managers or members, as
applicable, of such Person to execute the same, and (ii) the .authenticitY of original specimen
signatures of such officers;
(g)
Initial Availability Report. Administrative Agent shall have received an
initial Availability Report from Borrower executed by an authorized representative of Borrower
and all supporting documentation as the Administrative Agent may request;

(h)
Insurance.. Administrative Agent shall have received the insurance
certificates and certified copies of policies required herein, along with a loss payable
endorsement naming Administrative Agent, for the benefit of Lender Parties, as loss payee and
as additional insured, all in form a.l!d substance satisfactory to Administrative Agent and its
counsel;
(i)
Searches. Administrative Agent shall have received evidence reflecting
the filing of its financing s·taterrients and other filings in such jurisdictions
it shall determine,
. and shall have received other background reports and infonnation with respect to Borrower,
Guarantors, members of Related Parties' senior management, the owners of Related Parties and

as
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any other Person who provide financial or collateral information to the Administrative Agent
which are satisfactory to Administrative Agent, in Administrative Agent's sole discretion;
(j)
Landlord and Mortgagee Waivers. If applicable, Administrative Agent
shall have received landlord and mortgagee waivers from the lessors and mortgagees of all
locations where any Collateral is located;

(k)
Fees. Borrower shall have paid all fees payable by it on the Closing Date
pursuant to this Agreement, including without limitation, fees and expenses of Administrative
Agent's counsel;

(1)
Opinion of Counsel. Administrative Agent shall have received an opinion
of Borrower's mid each Guarantor's counsel covering such matters as Admini"strative Agent shall
determine in its sole discretion;
.
.
(m)
Solvency Certificate. A signed certificate of the Borrower's du1yelected
Chief Financial Officer concerning the solvency and financial condition of Borrower, in form
and substance acceptable to Administrative Agent;
.
(n)
Collection Account. The Collection Account shall have been established
to the satisfaction of Administrative Agent in its sole discretion;

i

(0)
Subordination Agreements. Administrative Agent shall have received all
Subordination Agreements required hereunder, each executed by Borrower and the applicable
Subordinated Creditor;
(P)
No Material Adverse Effect. No event or condition shall have occurred
since December 31, 2005, or shall be existing which has or could reas'onablybe expected to have
a Material Adverse Effect;

(q)
Due Diligence. The Administrative Agent and the Lender Parties shall
have completed all business, legal and collateral due diligence (including, without limitation,
completion by the Administrative Agent or its agents of an examination and inspection of the
Collateral, Borrowers' financial information including monthly projections, and Borrowers'
historical performance), and the results of such due. diligence are satisfactory to the
Administrative Agent and the Lender Parties, in their sole discretion;
(r)
Independent Director. Borrower shall have appointed an Independent
Director in accordance with Section 6.1(q), and shall have amended its bylaws, operating/limited
liability company agreement or partnership agreement, as applicable,in order to comply with the
provisions set forth in Sections 6. 1(q), 6.2(n) and 6.2(0) of this Agreement;
(s)
Financial Statements. Administrative Agent shall have received the
audited financial statements of Borrower and AlA as of December 31, 2005, together with any
additional written reports, management·letters or other detailed information contained in writing,
and provided by the Borrower's or AlA's independent public accountants, if any, concerning

i
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significant aspects of the Borrower's, AlA's or any of their subsidiary's operations or financiai
affairs.
(t)
Borrower shall have prepared and submitted an ACHNendor
Miscellaneous Payrllent Enrollment Form to the FCIC and Borrower shall have provided a copy
of such document to Administrative Agent.
.
(u)
Private Bank Loan Documents. Administrative Agent shall have received
documents evidencing Private Bank Minnesota's agreement to provide R. Jolm Taylor, James W.
Beck and Michael W. Cashman with a $500,000 .unsecured line of credit immediately upon
Private Bank Minnesota's receipt of the payoff amount referred to in Section 3.6(iii).
(v)
Other Matters. All other documents and legal matters in connection with
the transactions contemplated by this Agreement shall have been delivered, executed and
recorded and shall be in form and substance satisfactory to Administrative Agent and its counsel.
Section 4.2. SUBSEQUENT ADVANCES. The obligation of Lenders to make any
Loan Advance hereunder (including the initial Loan Advance) shall be subject to the further
conditions precedent that, on and as of the date of such advance: (a) the representations and
warranties of Borrower, each other Related Party and each Guarantor set forth in this Agreement
and the other Loan Documents shall be accurate, before and after giving effect to such advance
or issuance and to the application of any proceeds thereof;. (b) no Default or Event of Default
has occurred and is continuing, or would result from such advance or issuance or from the
application of any proceeds thereof; (c) no material adverse change has occurred in the
Borrower's business, operations, financial condition, or assets or in the prospect of repayment of
the Indebtedness or the enforceability of the materia] terms of any Loan Document; (d)
Administrative Agent shall have received such other approvals, opinions or documents as
Administrative Agent shall reasonably request; (e) Borrower shall submit to Administrative
Agent a completed Request for Advance in the form and substance of Exhibit A attached hereto,
on the date such advance is requested; and (f) Administrative Agent shall have received a
promissory note in the form and substance of Exhibit E attached hereto.
Section 4.3. ALL ADVANCES TO CONSTITUTE ONE LOAN. All evidences of
credit, loans and advances made by a Lender to Borrower under this Agreement and any other ..
documents or instruments executed in connection herewith shall constitute one loan of such
Lender, and all indebtedness and obligations of Borrower to Lender Parties under this Agreement
and all other such documents and instruments shall constitute Indebtedness 'secured by
Administrative Agent's security interest, for the benefit of Lender Parties, in all of the Collateral
and by all otherLie:nS heretofore, now, or at any time or times hereafter grantedby Borrower or
any other Related Party to AdmiI!istrative Agent, for the benefit of Lender Parties. Borrower
agrees that all of the rights of Lender Parties set forth in this Agreement shall apply to any
modification of or supplement to this Agreement and any other such documents andinstruments.
Administrative Agent shall have the right in
Section 4.4. ADVANCES.
Administrative Agent's discretion, subject to availability hereunder on behalf of and without
notice to Borrower, to make and use Loan Advances to pay Lender Parties for any amounts due
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to Lender Parties pursuant to this Agreement or otherwise, or to cure any default hereunder,
notwithstanding the expiration of any applicable cure period.
ARTICLES
REPRESENTATIONS AND WARRANTIES OF BORROWERS AND RELATED PARTIES.
,SectionS.I. REPRESENTATIONS AND WARRANTIES.
To confirm Lender
Parties' understanding concerning Related Parties and Guarantors and their businesses,
properties and obligations and to induce Lender Parties to enter into thi~ Agreement and to
extend credit hereunder, each Related Party hereby continuously represents and warrants to
Lender Parties that, during the term of this Agreement and so long as any Indebtedness remains
outstanding:
.(a)
Each Related Party (other than the Individual Guarantor) is a corporation,
parfnership or limited liability company, as applicable, duly incorporated or organized, validly
existing and in good standing under the laws of the state of Its incorporation or organization, is
duly qualified to do business and is' in good standing as a foreign corporation, partnership or
limited liability company in all states where .such qualification is required, has all necessary
other
company or partnership power and authority to enter into this Agreement and each of
Loan Documents to which it is a party and to perform all of its obligations hereunder and
thereunder.
.

the

(b)
Each Related Party operates its business only under the assumed names
listed on Schedule 5.1(b) of Schedule A attached hereto and has not used any other assumed
name for the operation of its business activities for the previous seven (7) years.
(c)
Each Related Party has all requisite right and power and is duly authorized
and empowered to enter into, execute, deliver and perform this Agreement and. each other Loan
Document to which it is a party and this Agreement and each other Loan Document to which
such Person is a party are the legal, valid and binding obligations of such Person and are
enforceable against such Person in accordance with their terms.
.1

i

(d)
Each Guarantor that is, an individual is competent to enter into this
Agreement and the Guaranty and to perform all of such Guarantor's obligations thereunder.

:.i

(e)
The execution, delivery and performance by each Related 'Party of this
Agreement and the other Loan Documents to which it is a party does not and shall not (i) violate
any provision of any Law, order, writ, judgment, injunction, decree, determination or award
preSently in effect having applicability to such Person in any material respect; (ii) violate any
provision of its charter documents, bylaws, limited liability company agreement, operating
agreement or partnership agreement; as applicable; or (iii) result in a breach of or constitute a
default' under any indenture or loan or credit agreement or any other agreement, lease or
instrument to which such Person is a party or by which it or any of its assets or properties may be
bound or affected; and no Related Party is in default of any such Law, order, writ, judgment,
injunction, decree, determination or awa±d or any such fndenture, agreement, lease or instrument.
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(f)
No consent, approval, license, exemption of or filing or registration with,
givIng of notice to, or other authorization of or by, any court, administrative agency or other·
governmental authority is or shall be required in connection with the execution, delivery or
performance by any Related Party of this Agreement or any other Loan Document for the valid
consummation ofthe transactions contemplated hereby or thereby.

(g)
No event has occurred and is continuing which constitutes a Defpult or an
Event of Default. There is no action, suit, proceeding or investigation pending or threatened
against or affecting R. John Taylor, Borrower, AlA or any Subsidiary thereof before or by any
court, administrative agency or other governmental authority that brings into question the
validity of the transactions contemplated hereby, or that might result in any material adverse
change in the businesses, assets, properties or financial conditions of any Related Party~
.(h)
None of R. John Taylor, Borrower, AlA or any Subsidiary thereof are in
default in the payment of any taxes levied or assessed against it or any of its assets or properties,
. except for taxes being contested in good faith and by appropriate proceedings.
(i)
R. John Taylor, Borrower and AlA each have good and marketable title to
their assets and properties as reflected.in its financial statements furnished to Administrative
Agent.

CD
Each of the financial statements furnished to Administrative Agent by
Borrower and AlA was prepared in accordance with GAAP and fairly and accurately reflects
their financial condition as of the date thereof; and each of R. John Taylor, Borrower and AlA
hereby certifies that there have been no material adverse changes in their condition, financial or
otherwise, since the date of such statements, and there are no known contingent liabilities not
provided for or disclosed in such statements.
(k)
Neither this Agreement, any Availability Report or any statement or
document referred to herein or delivered to any Lender Party by any Related Party contains any
untrue statement of a materIal fact or omits to state a material fact necessary to make the
statements made herein or therein not misleading.
(1)
Each Related Party has good, indefeasible and merchantable title to and·
ownership of the Collateral, free and clear of all Liens, except those of Administrative Agentand
except those Liens that are subordinate to those of Administrative Agent pursuant to a
Subordination Agreement.

(m)
All books, records and documents relating to the Collateral are and shall
be genuine and in all respects what they purport to be and Borrower has no knowledge of any
fact which would impair the validity or collectibility of any of the A&O Subsidy Payments
owing to it under the MGU Agreements.
.
Cn)
Each place of business of Borrower, AlA and any Subsidiary thereof is
only at the locatioris set forth in Section S.l(n) of Schedule A attached hereto. Borrower, AlA,·
and any Subsidiary thereof shall not begin or do business (either directly or through subsidiaries)
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at other locations or cease to do business at any of the above locations or at Borrower's principal
place of business without first notifying Administrative Agent.
(0)
The present value of all benefits vested under all Plans of the Related
,Parties or any Commonly Controlled Entity (based on the assumptions used to fund "the Plans)
did not, as of the last annual valuation date (which in case of any Plan was not earlier than
December 31, 1982) exceed the value of the assets of the Plans applicable to such vested
benefits.
"
(p)
The Liability to which any Related Party or any Commonly Controlled
Entity would become subject under Sections 4063 or 4064 of ERISA if such Related Party or any
Commonly Controlled Entity were to withdraw from all MUlti-employer Plans or if such Multiemployer Plans were to" be terminated as of the valuation date most closely preceding the date
hereof, is not in excess of One Thousand Dollars ($1,000.00);
(q)
No Related Party is engaged nor shall it engage, p"rincipally or as one of its
important activities, in a business of extending credit for the purpose of "purchasing" or
"carrying" any "margin stock" within the respective meanings of each of the quoted terms under
Regulations U or X of the Board of Governors of the Federal Reserve System as now and froin
time to time hereafter in effect. No part of the proceeds of any advances hereunder shall be used
for "purchasing" or "carrying" "margin stock" as so defined or for any purpose which violates,
or which would be inconsistent with, the provisions of the Regulations of such Board of
Governors. All of the outstanding securities of each Related Party have been offered, issued,
sold and delivered in compliance with, or are exempt from, all federal and state laws and rules
and regulations of federal and state regulatory bodies governing the offering, issuance, sale and
delivery of securities.
(r)
No Related Party is an "investment company" or a company "controlled"
by an "investment company," within the meaning of the Investment Company Act of 1940, as
amended.
(s)
Each of the Exhibits and Schedules to this Agreement contain true,
"complete and correct information.
(t)
To the best of Borrower's and AlA's knowledge, the land and
improvements owned or leased by Borrower, AIA and any Subsidiary thereof for use in its
business operations are free of dangerous levels of contaminates, oils, asbestos, radon, PCB's,
hazardous substances or waste as defined by federal, state or local environmental laws,
regulations or administrative orders or other materials, the removal of which is required or the
maintenance of which is prohibited, regulated or" penalized by any federal, state or local
governmental authority.
(u)
Each Related Party is solvent, generally able to pay its obligations as they
become due, has sufficient capItal to carryon its business and transactions and all businesses and
transactions in which it intends to engage, and the current value of such Person's assets, at fair
saleable valuation, exceeds the sum of its Liabilities. No Related Party shall be rendered
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insolvent by the execution and delivery of this Agreement and the other Loan Documents to
which it is a party and the consummation of the transactions contemplated hereby and thereby
and the capital remaining in each such Person is not now and shal1 not foreseeably become
unreasona,bly small to permit such Person to carryon its business and transactions and all
businesses and transactions in which it is about to engage. No Related Party intends t6, nor does
it reasonably believe it shall, incur debts beyond its ability to repay the same as they mature.

a

(v)
Assuming the Administrative Agent properly files financing statement
naming Related Parties as debtor thereunder and adequately describing the Collateral therein,
Administrative Agent has a perfected first priority security interest, for the benefit of Lender
Parties in all of such Person's right, title and interest in the Collateral which may be perfected by
filing a financing statement, prior and superior to any other Lien, except any statutory or
constitutional lien for taxes not yet due and payable.
.
(w)
There are no material actions, suits or proceedings pending, or threatened
against or affecting the assets ofR. John Taylor, Borrower, AIA, or any Subsidiary thereof or the
consummation of the transactions contemplated hereby, at law, or in equity, or before or by any
governmental authority or instrumentality or before any arbitrator of any kind. None of R. John
Taylor, Borrower, AIA or any Subsidiary thereof is subject to any judgment, order, writ,
injunction or decree of any court or governmental agency_ There is not a reasonable likelihood
of an adverse determination of any pending proceeding which would, individually or in the
aggregate, have a Material Adverse Effect on the business operations or financial condition ofR.
John Taylor, Borrower, AlA or any Subsidiary thereof
(x)
Section 5.1(x) of Schedule A attached hereto correctly and completely sets
forth for each of Borrower and AIA (i) its full legal name and state of organization., (ii) its
Federal Tax Identification Number; (iii) its chief executive office, (iv) all prior names used in the
last five (5) years (including, without limitation, such Person's predecessors in interest as a result
. of a merger or consolidation) and (v) the charter or other similar number for such Person in its
state of organization.
(y)
No Related Party or any Guarantor (i) is a person whose property or
interest in property is blocked or subject to blocking pursuant to Section 1 of Executive Order
13224 of September 23, 2001 Blocking Property and Prohibiting Transactions With Persons
Who Commit, Threaten to Commit, or Support Terrorism (66 Fed. Reg. 49079 (2001»), (ii)
engages in any dealings or transactions prohibited by Section 2 of such executive order, or is
otherwise associated with any such Person in· any manner violative of Section 2, or (iii) is a
Person on the list of Specially Designated Nationals and Blocked Persons or subject to the
limitations or prohibitions.under any other U.S. Department of Treasury's Office of Foreign
Assets Control regulation or executive order.
(z)
Each Related Party and each Guarantor is in compliance with the Patriot
Act. No part of the proceeds of any of the Loans will be used, directly or indirectly, for any
payments to any governmental official or employee, political party, official of a political party,
candidate for political office, or anyone else acting in an official capacity, in order to obtain.,
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retain or direct business or obtain any improper advantage, in violation of the United States·
Foreign Corrupt Practices Act of 1977, as amended.
ARTICLE 6
COVENANTS AND OTHER AGREEMENTS
Section 6.1. AFFIRMATIVE COVENANTS. During the term of this Agreement and
so long as any of the Indebtedness remains unpaid and until Lender Parties' obligations to make
advances under this Agreement have terminated, each Related Party agrees and covenants,
jointly and severally, that they shall:
Payor cause to be paid currently all of their expenses, including all
(a)
payments on their obligations whenever due, as well as all payments of any and all taxes of
whatever nature when due. This provision shall not apply to taxes or expenses which are due,
but which are challenged in good faith.
(b)
Maintain, preserve, and protect the Collateral in good condition (ordinary
wear and tear excepted).
(c)
Furnish to Administrative Agent prompt written notice as to the
occurrence of any Default or Event of Default hereunder.
(d)
Furnish to Administrative Agent prompt notice of: (i) the occurrence of
any Material Adverse Effect or any event, condition or development that could reasonably be
expected to cause a Material Adverse Effect or their ability to perform their obligations under
this Agreement and the other Loan Documents and (ii)· any material and adverse litigation or
investigation to which any of them may be a party.
(e)
Cause Borrower and AlA to carry on and conduct their business in the
same manner and in the same fields of enterprise as they are presently engaged, and each Related
Party shaH preserve its existence, licenses or qualifications as a domestic corporation, limited
liability company or limited partnership, as applicable, in the jurisdiction of its organization and
~ a foreign organization in every jurisdiction in which the character of its assets or properties or
the nature of the business transacted by it at any time makes qualification as a foreign
organization necessary, and to maintain all other material organizational rights and franchises.
(f)
Conduct its business and affairs~ and cause each affiliate to conduct its
business and affairs, with all1aws applicable thereto. Cause all licenses and permits necessary or
appropriate for the conduct of its business and the ownership and operation of its property used
and useful in the conduct of its business to be at all times maintained in good standing and in full
force and effect.
.
.

(g)
Perinit and authorize Administrative Agent and allow Administrative
Agent to access, without notifying any Related Party, (i) to make such inquiries or investigation
through business credit, other credit reporting services or other sources concerning any Related
P?rty as Administrative Agent, in its sole discretion, shall deem appropriate and (ii) to inspect,
audit and examine the Collateral at the premises of Related Parties.
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(h)
Cause all debt due from Borrower to any of Borrower's shareholders or
equity interest holders or any other Person
be subordinated pursuant to a Subordination
Agreement.

to

(i)
Provide Administrative Agent sixty (60) da.ys prior written' notice of
Borrower initiating any activities in any state other than the then-Approved States. Prior to
initiating any underwriting activities in any state not a then-Approved State, Administrative.
Agent must approve such activities in such new,state by addIng such new state to the Approved
State list, which such addition shall be in Administrative Agent's sole discretion.
(j)
Within ten (10) days of the submission and approval thereof, as
applicable, provide copies of all SRA's and related MOU Agreements submitted to and approved
by the FCIC or RMA and all amendments thereto and, within ten (10) days of receipt thereof, all
notifications, ,approvals and other writings relating thereto from the' RMA andlor FCIC
(including, without limitation annual approval from the RMA andlor FCIC that Borrower has
been approved to act as managing general underwriter for all SRA Coverholders for the sale and
underwriting of Crop Insurarice).

(1<)
Provide Administrative Agent with evidence of Related Parties' insurance
(including, without limitation, property damage and liability insurance) issued by a reputable
carrier, as reasonably required by Administrative Agent (which insurance shall be in such
amounts and cover such risks as is customarily carried by businesses similarly situated). This
insurance shall reflect Administrative Agent, for the benefit of Lender Parties, as the loss payee
or additional insured, as required by Administrative Agent, and contain a provision that
Administrative Agent shall be notified by the carrier thirty (30) days prior to the termination or
cancellation of any such insurance.
(1)
Maintain at all times (i) as Chairman and CEO of the Borrower, R. John
Taylor, (ii) as President and COO of the Borrower, Kent A. Petersen and (iii) as VPlNational
Sales Manager, Dennis Foucault.
'
(m)
Promptly elect and at all times maintain at least one independent director
(an "Independent _Director") ,of Borrower, who shall be, reasonably satisfactory to the
Administrative Agent and shall not have been at the time of such individual's appointment as
Independent Director, and may not have been at any time during the preceding five (5) years, a
shareholder, member, or partner of, or an officer, director, manager or employee of any Related
Party or its shareholders, members, partners, subsidiaries or affiliates. Borrower shall provide, at
Borrower's sole cost and expense, a directors' and officers' insurance policy with respect to each
Independent Director.
(n)
Cause Borrower to hire a new Chief Financial Officer, who shall be
satisfactory to Administrative Agent (in Administrative Agent's sole discretion), not later than
sixty (60) days following the Closing Date.
(0)
Cause Borrower to maintain all records including, but not limited to,
statistical and accounting records that an insurance company would maintain with respect.to the
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insurance business written pursuant to each MGU Agreement. Borrower will retain such records
for a reasonable period of time following completion of the state insurance division's triennial
examination (following the date of such records) of Borrower or until such time as is required by
the state insurance commissioner, whichever is longer.
(P)
Immediately upon the transfer of the Lamberjack CD after Randolph
Lamberjack's exercise of stock options in the Borrower, as described in Section 6.3(b) below,
cause Borrower to execute a pledge agreement (in form and substance acceptable to
Administrative Agent) in favor of Administrative Agent, for the benefit of Lenders, naming
Borrower as pledgor with respect to such Lamberjack CD.

(q)
From the Closing Date through the Overadvance Termination Date,
maintain not less than $1,500,000 in certificates of deposit which are pledged to Administrative
Agent, .for the benefit of Lenders,· and subject to a valid and enforceable account control
agreement.
Section 6.2. NEGATNE COVENANTS. During the term of this Agreement and until
the Indebtedness secured hereby has been paid in full and all of Lenders' obligations to make
advances under this Agreement have terminated, each Related Party covenants and agrees that
they shall not, without Administrative Agent's and Required Lenders prior written consent, do
any of the following:
(a)
(i) Incur or permit to exist any Lien with respect to the Collateral now
owned or hereafter acquired by Borrower, except Liens in favor of Administrative Agent, fOT the
benefit of Lender Parties or Liens securing Subordinated Debt which Liens are subordinated in
full to the Liens in favor of Administrative Agent, for the benefit of Lender Parties, to the
satisfaction of Administrative Agent or (ii) enter into or become subject to any agreement (other
than this Agreement or any Loan Document) that prohibits or otherwise restricts the right of
Borrower or any other Related Party to create, assume or suffer to exist any Lien in favor of
Administrative Agent or any Lender on such Person's assets.
(b)
Delegate, transfer or assign any of their obligations or Liabilities under
this Agreement or any other Loan Document, or any part thereof, to any other Person; provided,
that, upon Randolph Lamberjack's exercise of his stock options previously issued to him by the
Company, Mr. Lamberjack may assign the Lamberjack CD to the Borrower, which shall then be
pledged to the Agent in accordance with Section 6.2(p) above.
(c)
Be a party to or participate in: (i) any merger or consolidation; (ii) any
purchase or other acquisition of all or substantially all of the assets or properties or shares of any
class of, or·any partnership or joint venture interest in, any other Person; (iii) any sale, transfer,
conveyance or lease of all or substantially all of any Related Party's assets or properties; or (iv)
any sale or assignment with or without recourse of any A&O Subsidy Payments, other than to
Administrative Agent, for the benefit of Lender Parties.
(d)
Cause or take any of the following actions with respect to any Related
Party: (i) redeem, retire, purchase or otherwise acquire, directly or indirectly, any Related Party's
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outstanding securities; or (ii) purchase or acquire, directly or indirectly, any Related Party's
shares of capital stock, evidences of indebtedness or other securities of any person or entity.
Notwithstanding the previous sentence, so long as no Default or Event of Default has occurred
and is continuing, AIA may declare and issue dividends to AlA Services Corporation, an Idaho·
corporation ("AlA Services") for the sole purpose of funding AlA Services' obligations under
that certain Stock Redemption Restructure Agreement dated July 1, 1996 among AlA Services,
Reed J. Taylor, and Donna J. Taylor; provided, however, in no event shall AlA declare or issue a
dividend in excess of$32,000.00 to AlA Services in any calendar month.
(e)
Amend, supplement or otherwise modify any Related Party's charter
documents or bylaws, limited liability company agreement, operating agreement or partnership
agreement, as applicable, which would have a material adverse affect on the condition and
. operations, prospects or financial condition of such Related Party.
(f)
Incur, assume or suffer to exist any Liabilities (including any contingent
liabilities) or otherwise become liable upon the obligations of any Person by assumption,
endorsement or guaranty thereof or otherwise other than (i) the Indebtedness, (ii) accounts
payable incurred in the ordinary course of business, (iii) Subordinated Debt approved by the
Administrative Agent, or (iv) other Liabilities consented to in writing by Administrative Agent
and Required Lenders.

(g)
Directly or indirectly make loans to, invest in, extend credit to, or guaranty
the debt of any Person, other than in the ordinary course of Borrower's business.
(h)
.A:nlend, modify, or otherwise change in any respect any material
agreement, instrument, or arrangement (written or oral) by which Borrower, or any of its assets,
are bound.

(i)
Allow any Related Party to be owned and controlled directly or indirectly
by any Person other than the shareholders and senior management that own and control such
Related Party as of the date hereof.
G)
Change its name, convert frOIl1 one type of entity to another type, chan·ge
its principal place of business, change the state in which it is organized under, or make any
material changes in the nature of its business as carried on as of the date hereof; provided,
however, a Related Party may change its name as long as (i) such Related Party gives Lender ten
(10) days prior written notice thereof, and (ii) such Related Party executes and delivers, prior to
any such name change, any and all documents and agreements requested by Administrative
Agent to confirm the continuation and preservation of all Liens granted to Administrative Agent,
for the benefit of Lender Parties, hereunder.

(k)
(i) Make any expenditure or commitment or incur any obligation or enter
into or engage in any transaction except in the ordinary course of business, (ii) engage directly or
indirectly in any business or conduct any operations except in connection with or incidental to its
present businesses and operations, or (iii) make any acquisitions of or capital contributions to or
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other investments in any Person, or make any acquisitions of material properties or assets of
another Person unless expressly allowed hereunder.

(1)
Amend or modify any of the AlA Agreement, GNC Agency Agreement or
GNC Management Agreement without the prior written consent of Administrative Agent.
(m)
Establish or maintain any certificate of deposit, deposit account or
securities account with any financial institution unless an Account Control Agreement shall have
been executed by such financial institution, in fonn and substance acceptable to Administrative
Agent
(n)
Without the authorization and direction of the Independent Director of
Borrower, institute or authorize the institution of proceedings for Borrower to be adjudicated
bankrupt or insolvent; consent to the institution of a bankruptcy or insolvency proceeding against
Borrower; file a petition seeking, or consent to, reorganization or relief under any applicable
federal or state law relating to bankruptcy with respect to Borrower; consent to the appointment
of a receiver, liquidator, assignee, trustee, sequestration (or other similar official) for Borrower
or a substantial part of any of Botrower'sproperty; make any assigriment for the benefit of
creditors with respect to Borrower; or admit in writing Borrower's inability to pay its debts
generally as they become due.
(0)
Without the affirmative vote of the Independent Director: (i) liquidate or
dissolve, in whole or in part; (ii) consolidate, merge or enter into any form of consolidation with
or into any other Person, nor convey, transfer or lease any of Borrower's assets substantially or
in their entirety to any Person nor permit any Person to consolidate, merge or enter into any form
of consolidation with or into Borrower, nor convey, transfer or lease Borrower's assets
substantially an entirety to any Person; or (iii) amend any provisions of its articles/certificate
of organization/formation, certificate of limited partnership, operating agreement, limited
liability company agreement, partnership agreement or other charter documents containing
provisions similar to those contained in Section6.2(n) or this Section 6.2(0).

as

(p)
Borrower will not engage in any material transaction with any Related
Party, Affiliate or Subsidiary on terms which are less favorable to it than those which would
have been obtainable at the time in ann's-length dealing with Persons other than such Related
.
Party, Affiliate or Subsidiary.
(q)

Permit Borrower's Net Loss for calendar year 2006 to be greater than

$1,930,000.
(r)
Permit Borrower's Net Income during the immediately prior three calendar
months, measured at the end of each fiscal quarter, beginning with the fiscal quarter ending on
March 31) 2007, to be less than the corresponding Net Income Covenant set forth on Exhibit M.
Section 6.3. REPORTING REQUIREMENTS AND ACCOUNTING PRACTICES.
During the term of this Agreement and so long as any of the Indebtedness remains unpaid,
Borrower, AlA and each Subsidiary thereof shall maintain (a) a modern system of accounting in
accordance with GAAP or other systems of accounting acceptable to Administrative Agent and
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(b) standard operating procedures applicable to all of their locations with respect to the handling
and disposition of cash receipts and other proceeds of Collateral on 11 daily basis, including the
depositing thereof, aging of account receivables, record keeping and such other matters as
Administrative Agent may reasonably request. For the purpose of determining compliance with
the covenants and representations in the Loan Documents, Administrative Agent shall have the
right to recast any fmanc:;ial statement or report presented to Administrative Agent by or on
behalf of Borrower, AlA or any Subsidiary thereofto comply with GAAP.
Section.6.4. REPORTS.
Borrower and each Guarantor shall furnish to the
Administrative Agent and its duly authorized representatives such information respecting the
business and financial condition of the Related Parties as the Administrative Agent may
reasonably request, anq without any request;the following financial statements and reports, in a
form sl;ltisfactory to Administrative Agent:
On the first and fifteenth day of each calendar month, for the period
(a)
ending as of the last Business Day of the immediately preceding reporting period: (i) the
Availability Report in the form and substance of Exhibit B at:t:ached hereto; and (ii) the
Compliance Certificate in form and substance of Ex:hibit D attached hereto;
As soon as available and in any event within ten (10) days after the end of
(b)
each fiscal month, (i) a monthly policy report, with reporting segregated by policy, crop year,
pool (commercial, developmental and high risk), state and insured in the form and substance of
Exhibit F attached hereto,. and (ii) a non-renewal report including tracking of non-renewals by
state and insured in the form and substance of Exhibit L attached hereto;
(c)
As soori as available and in any event within ten (10) days after the end of
each fiscal month, a monthly report of all farmers on the "spot check list" as of the last day of
such fiscal month. Borrower shall notify Administrative Agent within three (3) Business Days
of any spot check initiation by the RMA;
(d)
As soon as available ·and in any event within ninety (90) days after the end
of each fiscal year, a report detailing all of the retained or excess premium sharing with any SRA
Coverholder for the immediately preceding fiscal year. .Such report shall account for all offsets
for any advances made by an SRA Coverholder and shall he in the form and substance of Exhibit
G atta~hed hereto; .
As soon as available and in any event within ten (10) days after the end of
(e)
each fiscal month, a report which sets forth an aged analysis of the due dates for A&O Subsidy
Payments, in the form and substance of Exhibit H attached hereto;

(1)

As soon as available and in any event within ten (10) days after the end of
each fiscal month, a report which sets forth the aged analysis of the due dates for insured
premium receivables and extended payment terms (if any), in the form and' substance of Exhibit I
attached hereto;
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(g)
Not later than each Tuesday, a weekly report which details FCIC premium
submissions, rejections and resolutions for the immediately preceding week, in the form and
substance of Exhibit J attached hereto;
(h)
As soon as available and in any event within ten (10) days after the end of
each fiscal month, a report which sets forth the monthly insured loss claims, in the form and
substance of Exhibit K attached hereto;
(i) .
As soon as available, and in any event within twenty (20) calendar days
after the close of each month, a copy of the consolidated and consolidating balance sheef of
Borrower and AlA as of the close of the preceding month and the consolidated and consolidating .
statements of income, retained earnings and cash flows of Borrower and AIA for the preceding
month, each in reasonable detail showing in comparative form the figures for the corresponding
date and period in the previous fiscal year (to the extent available to compare), prepared in
accordance with GAAP, consistently applied, and all subject to changes reSUlting from normal
year-end adjustments;
(j)
As soon as available, and in any event within one hundred twenty (120)
calendar days after the close of each fiscal year of Borrower, a copy of the balance sheets of
Borrower as of the close of such period and the statements of income, retained earnings and cash
flows of Borrower for such period, and all supporting schedules and footnotes thereto, all in
detail reasonably satisfactory to Administrative Agent, prepared in accordance with GAAP,
consistently applied. The annual financial statements of Borrower shall be audited by a firm of
independent public accountants of recognized standing, selected by the Borrower and
satisfactory to the Administrative Agent, in accordance with GAAP, and shall be accompanied
by the written statement of the accountants who prepared the audited financial statements,
'certifying whether such accountants have obtained knowledge of any Event of Default under the
Loan Documents;

(k)
As soon as available, and in any event within ninety (90) calendar days
after the close of each fiscal year of AlA, a copy of the balance sheets of AlA as of the close of
such period and the statements of income, retained earnings and cash flows of AIA for .such
period, and all supporting schedules and footnotes thereto, all in detail reasonably satisfactory to
Administrative Agent, prepared in accordance with GAAP, consistently applied
(1)
As soon as available, and in any event within forty-five (45) calendar days
prior to the close of each annual accounting period of the Borrower, proforma balance sheets and
statements of income, retained earnings and cash flows of the Borrower for the next annual
accounting period (it being understood that such profonna statements are good faith estimates
and subject to changes resulting from normal year-end adjustments);

(m)
As soon as available, and in any event within one hundred twenty (120)
calendar days after the end of each calendar year, financial statements of each individual'
Guarantor as of the close of such period, such personal financial statement shall be in form and
detail satisfactory to Administrative Agent, which individual statements need not conform with
GAAP;
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(n)
Promptly after receipt thereof, any additional written reports, management
letters or other detailed information contained in writing concerning significant aspects of any
Related Party's or any of their subsidiary's operations or concerning significant aspects of any
Related Party's or any of their subsidiary's financial affairs, given to it by its independent public
accountants;
Promptly after receipt thereof and in no event more than. five (5) Business
Days thereafter, a copy of each audit or other report made by any state or federal agency of the
books and records or assets of any Related Party of their compliance or non-compliance with
applicable laws relating to the underwriting and administration of Crop Insurance and related
duties;
(0)

Promptly (but never more than five (5) Business Days) after knowledge
thereof shall have come to the attention of any responsible officer of Borrower, written notice of
(i) any threatened or pending litigation or governmental proceeding or labor controversy against
any Related Party which, if adversely determined, would have a Material Adverse Effect, or (ii)
. the occurrence of any Default or Event of Default hereunder;
(P)

As soon as available, a copy of all federal and state tax returns filed by
(q)
Borrower, each Guarantor and all Subsidiaries of Borrower and AIA during the current fiscal
year and ~ch fiscal year hereafter;
(r)
Within ten (10) calendar days of - a request therefor from the
Administrative Agent, such other information (whether financial or otherwise) regarding
Borrower, each Guarantor and all Subsidiaries of Borrower and AlA as the Administrative Agent
shall reasonably require;
As soon as available, and in any event within ten (10) calendar days prior
(s)
to the beginning of each calendar month, monthly financial projections of Borrower for the next
month;
(t)
Any notices or reports required to be submitted by Borrower to an SRA
Coverholder pursuant to an MGU Agreement shall be ~ubmitted to Agent at the same time such
report is submitted to such SRA Coverholder, and
(u)
Promptly after receipt thereof, and in no event more than three (3)
Business Days after Borrower's receipt thereof, a copy of any notice or report received. by
Borrower from an SRA Coverholder relating to, or required to be provided pursuant to _the terms
of, the MGD Agreement between Borrower and such SRA Coverholder.
.Each of the financial statements furnished to the Administrative Agent pursuant to subsections
(i) and (j) of this Section shall be accompanied by a written certificate signed by the chief
financial officer or other authorized representative of the Borrower, as the case may be, to the
effect that to the best of the chief financial officer's or applicable authorized representative's
knowledge and belief no Default or Event of Default has occurred during the period covered by
such statements or, if any such Default or Event of Default has occurred during such period,
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setting forth a description of such Default or Event of Default and speCifying the action, if any,
taken to remedy the same.
.
Section 6.5. NOTICE OF CHANGES. Borrower shall promptly notify Administrative
Agent in writing of any change of its officers, directors or key employees; change of location of
its chief executive office; any acquisition, disposition or reorganization of any subsidiary,
affiliate or parent of any Related Party; change of any Related Party's name; death or withdrawal
of any partner (if such Related Party is a partnership); any sale or purchase out of the regular
course of any Related Party's business; litigation of which any Related Party is a party or
goveTnmental investigations of which any Related Party is a target; and any other material
change in the business or financial affairs of any Related Party.
Section 6.6. AGENT/LENDER REPORTS. Agent and Lender hereby agree to furnish
directly to the, RMA such information relating to the business and financial condition of the
Agent and the Lender as the RMA may reasonably request. The information provided to the
RMA pursuanUo this Section 6.6 shall be submitted to the RMA within a reasonable period of
time following any such request by.the RMA and shall, at all times, remain confidentiaL

ARTICLE 7
EVENTS OF DEFAULT AND REMEDIES
Section 7.1. EVENTS OF DEFAULT. The occurrence of anyone or more of the
following events shall constitute an "Event of Default":
(a)
Borrower or any Guarantor fails to pay the principal component of the
Loan or any interest thereon when due and payable, whether at a date for the payment of a fixed
installment or as a contingent or other payment becomes due and payable or as a result of
acceleration or otherwise;
(b)
Borrower or any Guarantor fails to pay any Indebtedness (other than the
Indebtedness in subsection (a) above) when due and payable, whether at a date for the payment
of a fixed installment or as a contingent or other payment becomes due and payable or as a result
of acceleration or otherwise, within five (5) calendar days after the same becomes due and
payable.
.
(c)
Borrower any Guarantor or any other Related Party fails to duly observe,
perform or comply with any covenant, agreement or provision of Section 6.1(c), (d) or (n) or
Section 6.2;
(d)
If (i) (1) any default or event of default under any other Loan Document
occurs or (2) any Related Party or any Guarantor (other than as referred to in subseCtions (a), (b)
or (c) above) faUs or· neglects to perform, keep or observ~any of the terms, provisions,
conditions or covenantS, contained in this Agreement, any of the other Loan Documents or any
other agreement or document executed in connection with the transactions contemplated hereby
and thereby and, with respect to (i)(l) or (i)(2), if capable of being cured, the same is not cured to
Administrative Agent's satisfaction within ten (l0) days after Administrative Agent has given
written notice to Borrower identifying such default or (ii) any representation, warranty or
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certification made by such Person herein or therein or in any certificate or other writing delivered
pursuant hereto shall prove to be untrue in any material respect as of the date upon which the
same was made or at any time thereafter.
(e)
If the validity or enforceability of any Lien granted to Administrative
Agent, for the benefit of Lender Parties, to se~ure the Indebtedness shall be impaired in any
respect or to any degree, for any reason, or if any other Lien shall be created or imposed upon the
Collateral unless such Lien is subordinate to that of Administrative Agent, pursuant to a
Subordination Agreement.
If any judgment or judgments in the aggregate against any Related Party
. (f)
or any Guarantor (net of any insurance for which the insurance company has admitted Liability)
in an amount in excess of Twenty-Five Thousand Dollars ($25,000.00), or any attachment or
other levy against the properties or assets of Borr.ower, any other Related Party or any Guarantor
with respect to a claim for any amount in excess of Twenty-Five Thousand Dollars ($25,000.00),
remains unpaid, unstayed on appeal, undischarged, unbonded or undismissed for a period of
thirty (30) days.
(g)
Default in the payment of any sum due under ·any instrument of
indebtedness for borrowed money owed by Borrower, any other Related Party or any Guarantor
to any Person, or any other default under such instrument of indebtedness for borrowed money
that permits such indebtedness for borrowed money to become due prior to its stated maturity or
pennits the holders of such indebtedness for borrowed money to elect a majority of the board of
directors or manage the business of any Related Party.
(h)
If a court or govertrrnental authority of competent jurisdiction shall enter
an order, judgment or decree appointing, with or without Borrower's, any other Related Party's
or any Guarantor's consent or acquiescence, a receiver, custodian, liquidator, trustee or other
officer with similar powers of any Borrower, any other Related Party or any Guarantor or of the
. whole or any substantial part of its properties or assets, or approving a petition filed against
Borrower, any other Related Party or any Guarantor seeking reorganization, arrangement,
composition, readjustment, liquidation, dissolution or similar relief under the federal bankruptcy
laws or any other applicable law, and such order, judgment or decree shall remain unvacated,
unstayed or not set aside for an aggregate of thirty (30) days (whether or not consecutive) from
the date of the entry thereof or if any petition seeking such relief shall be filed against Borrower
any other Related Party or any Guarantor and such petition shall not be dismissed within thirty
(30) days.

(i)

Any event occurs which causes a Material Adverse Effect.

(j)
If any Related Party or any Guarantor shall: (i) be generally not paying
their respective debts as they become due; (ii) file a petition in bankruptcy or a petition to take
advantage of any insolvency act or other act for the relief or aid of debtors; (iii) make an
assignment for the benefit of their creditors; (iv) consent to or acquiesce in the appointment of a
receiver, custodian, liquidator, trustee or other officer with similar powers' of either of their
properties or assets; (v) file a petition or answer seeking reorganization, arrangement,
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composition, readjustment, liquidation, dissolution or similar relief under the federal bankruptcy
laws or any other applicable law; (vi) be adjudicated insolvent or be liquidated; (vii) admit in
writing of their inability to pay debts as they become due; (viii) voluntarily suspend transaction
of usual business; or (ix) take any action, corporate or otherwise, for the purpose of any of the
foregoing.
(k)
Any of the following shall occur: (i) entry of a court order that enjoins,
restrains or in any way prevents any Related Party from conducting all or any material part of its
business affairS in the ordinary course of business, (ii) withdrawal or suspension of any license,
pennit or authority required for the conduct of any material part of any Related Party's business
or (iii) the activities of Borrower are terminated for any reason, including, without limitation, any
.
.termination thereofby a regulatory, licensing, tax or accounting body.
(1)
If any Guarantor gives notice of termination or terminates his Liability
pursuant to its Guaranty Agreement executed in conjunction with this Agreement.

(m)
Any Loan Documentsecuring the Indebtedness shall for any reason (other
than pursuant to the terms hereof and thereof) cease to create a valid and perfected first priority
. Lien in the assets having an aggregate value in excess of $25,000.
(n)
R. John Taylor shall cease to be the legal and beneficial owner of at least
39.46% of the equity interests of Borrower.
(0)
Any material provision of a Loan Document should cease for any reason
to be legal, valid or binding on any Related Party or any Guarantor, or any Related Party or any
Guarantor shall in writing state that any provision of a Loan Document should cease for any
reason to be legal, valid or binding or shall in writing challenge the enforceability of any Loan
Document.

The Individual Guarantor shall die, become mentally incapacitated or
(p)
otherwise become unable to fulfill his duties as the Chairman and Chief Executive Officer of the
Borrower.
(q)
The rating of Clearwater Insurance Company's long-term unsecured debt
falls below either "BBB-, stable outlook" by S&P or "Baa3" by Moody's ..
(r)

Any breach or default by Borrower under an MGU Agreement.

The failure to open and completely fund each certificate of deposit
(s)
comprising the Initial CD within one (1) Business Day following the Closing Date.
Section 7.2. ACCELERATION OF THE INDEBTEDNESS. Upon the occurrence of
an Event of Default described in Sections 7.1(h) and G) above, all of the Indebtedness shall
thereupon be immediately due and payable, without demand, presentment, notice of demand or
dishonor and nonpayment, protest, notice of protest, notice of intention to accelerate, declaration
or notice of acceleration, or any other notice or declaration of any kind, all of which are hereby
expressly waived by Borrower and each Guarantor and Related Party. Upon any such
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acceleration, any obligation of the Lender to make any additional advances on the Loan shan be
permanently terminated. During tJ;1e continuance of any other Event of Default, Administrative
Agent at any time and from time to time may (and upon written instructions of Required
Lenders, shall), without notice to Borrower or any Guarantor or Related party, do either of the
following: (a) terminate any obligation of the Lenders to make Loans hereunder and (b) declare
any or all of the Indebtedness immediately due and payable, and all such Indebtedness shall
thereupon be immediately due and payable, without demand, presentment, notice of demand or
dishonor and nonpayment, protest, notice of protest, notice of intention to accelerate, declaration
or notice of acceleration, or any other notice or declaration of any kind, all of which are hereby·
expressly waived by Borrower and each Guarantor and Related Party.
Section 7.3. REMEDIES." If.any Default shall occur and be continuing, Administrative"
Agent may protect and enforce Lender Parties' rights under the Loan Documents by any
appropriate proceedings, including proceedings for specific performance" of any covenant or
agreement contained in any Loan Document and the following rights and remedies:
(a)
All of the rights and remedies of a secured party under the VCC, as
amended, or other applicable Law.
(b)
The right, to the fullest extent permissible by law, to: (i) enter upon· the
premises of any Related Party, or any· other" place or places where the Collateral is located and
kept, without any obligation to pay rent to any Related Party, through self-help and without
judicial process, without first obtaining a final judgment or giving any Related Party notice and
opportunity for a hearing on the validity of Administrative Agent's, for the benefit of Lender
Parties, claim, and remove the Collateral therefrom to the premises of Administrative Agent or
any agent of Administrative Agent, for such time as Administrative Agent may desire, in order to
effectively collect and liquidate the "Collateral; and/or (ji) require any Related Party to assemble
the Collateral and make it available to Administrative Agent at a place to be designated by
Administrative Agent, in Administrative Agent's reasonable discretion.

(c)
The right to sell or otherwise dispose of any or all Collateral in its then
condition at public or private sale or sales, -in lots or in bulk, for cash or on credit, all as
Administrative Agent, in its discretion, may deem advisable; provided that such sales may be
adjourned from time to time with or without notice. The requirement of reasonable notice to
Related Parties of the time and place of any public sale of the Collateral or of the time after
which any private sale either by Administrative Agent or· at its option, a broker, or any other
intended disposition thereof is to be madel, shall be met if such notice is mailed, postage prepaid,
to Related Parties at the address of Related Parties designated herein .at least ten (10) Business
Days before the date of any public sale or at least ten (l0) Business Days before the time after
which any private sale or other disposition is to be made uIiless applicable law requires.
otherwise.
(d)
Administrative Agent shall have the right to conduct such sales on Related
Parties' premises or'elsewhere and shall have the right to use Related Parties' premises without
charge for such sales for such time or times as Administrative Agent may see fit. Administrative
Agent is hereby granted a license or other right to use, without charge, Related Parties' labels,
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copyrights, rights of use of any name, trade secrets, trade names, trademarks and advertising
matter, or any property of a similar nature, as it pertains to the Collateral, in advertising for sale
and selling any Collateral and Related Parties' rights under all licenses and all franchise '
agreements shall inure to Administrative Agent's benefit. Administrative Agent agrees to hold
Related Parties harmless from any Liability arising out of Administrative Agent's use of Related
Parties' premises, labels, copyrights, rights of use of any name, trade secrets, trade names,
trademarks and advertising matter, or any property of a similar nature as it pertains to advertising
for sale, marshaling or selling the Collateral.
(e)
Administrative Agent shall have the right to sell, lease or otherwise
dispose of the Collateral, or any part thereof, for cash, credit or any combination thereof, and any
Lender Party may purchase all or part of the Collateral at public or, ifpennitted by law, private
sale and, in lieu of actual payment of such purchase price, may set off the' amount of such price
against the Indebtedness owing by Borrower to such Lender Party. The proceeds realized from
the sale of any Collateral shall be applied first to reasonable costs and expenses, attorney's fees,
expert witness fees incurred by Administrative Agent for collection and for acquisition,
completion, protection, removal, storage, sale and delivery of the Collateral; second to all
payments, other than principal and interest, due under this Agreement; third to interest due upon
any of the Indebtedness; foUrth to the principal balance owing on the Indebtedness; and fifth the
remainder, if any, to Borrower, its successors or assigns, or to whomsoever may be lawfully
entitled to receive the same. If any deficiency shall arise, Borrower shall remain liable to Lender
Parties therefor.
(f)
The right to appoint or seek appointment of a receiver, custodian or trustee
of Borrower or any of its properties or assets pursuant to court order.

i

(g)

The right to cease all advances hereunder.

(h)

All' other rights and remedies that Lender Parties may have at law or in

equity.

i

I!
i

1
1

!

I
I

Additionally, if any Default shall occur and be continuing, Administrative Agent, on behalf of
Lender Parties, may enforce the payment of any Indebtedness due to Lender Parties or enforce
any other legal or equitabh, right which Lender Parties may have. All rights, remedies and
powers conferred upon Lender Parties under the Loan Documents shall be deemed cumulative
and not exchlsive of any other rights, remedies or powers available under the Loan Documents or
at Law or in equity.
'
Section 7.4. NO WAIVER. No delay, failure or omission of Administrative Agent to
exercise any right upon the occurrence of any Default or Event of Default shall impair any such
right or shall be construed to be a waiver of any such Default or Event of Default or an
acquiescence therein. Administrative Agent and Lender may, from time to time, in a writing
wIDve compliance by the other parties with any of the terms of this Agreement and its rights and '
remedies upon any Default or Event of Default, and" Borrower agrees that no waiver by Lender
Parties shall ever be legally effective unless such waiver shall be acknowledged and agreed to in
writing by Lender Parties. No waiver of any Default or Event-of Default by Lender Parties shall
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impair any right or remedy of Lender not specifically waived. No single, partial or full exercise
of any right of Lender shall preclude any other or further exercise thereof. No modification or
amendment of or supplement to this Agreement or any other written agreement between the
parties hereto shall be valid or effective (or serve as a basis of reliance by way of estoppel)
unless the same is in writing and signed by the party against whom it is sought to be' enforced.
The acceptance by Administrative Agent at any time and from time to time of a partial payment
or partial performance of any Related Party's obligations set forth herein shall not be deemed a
waiver, reduction, modification or release from any Default or Event of Default then existing.
No waiver by Lender Parties. of any Default or Event of Default shall be deemed to be a waiver
of any other existing or any subsequent Default or Event of Default.
Section 7.5. APPLICATION OF PROCEEDS. After an Event of Default shall have
and is continuing, all amounts received by Lender Parties on account of any
Indebtedness and realized' by Lender Parties with respect to the Collateral, including any sums
which may be held by Lender Parties, or the proceeds of any thereof, shall be applied in the same
manner as proceeds of Collateral.as set forth in Section 7 .3(c) hereof.
occu~ed

Section 7.6.. APPOINTMENT OF ADMINISTRATIVE AGENT AS ATTORNEY-INFACT. Borrower irrevocably designates, makes, constitutes and appoints Administrative Agent
(and all persons reasonably designated by Administrative Agent), with full power of substitution,
as Borrower's true and lawful attomey-in-fact (and not agent-in-fact) and Administrative Agent,
or Administrative Agent's agent, may, without notice to Borrower, and at such time or times .
thereafter as Administrative Agent or said agent, in its discretion, may determine, in Borrower's
or Administrative Agent's name, at no duty or obligation on Lender, do the following:
(a)
All acts and things necessary to fulfill Borrower's administrative duties
pursuant to this Agreement and the other Loan Documents;
(b)
Upon the occurrence of any Default or Event of Default, all acts and
things necessary to fulfill Borrower's obligations under this Agreement and the Loan
Documents, except as otherwise set forth herein, at the cost and expense of Borrower.

In addition to, but not in limitation of the foregoing, at any time or times,
(c)
Administrative Agent shall have the right:
(i) to ask, demand, collect, receive and give acquittance and receipts for
any and all moneys due and to become due under any Collateral and, in the n.ame
of the Debtor or its own name or otherwise, to take possession of and endorse and
collect any checks, drafts, notes, acceptances or other inst~ments for the payment
of moneys due under any Collateral and to file any claim or to take any other
action or proceeding in any court of law or equity or otherwise deemed
appropriate by the Administrative Agent for the purpose of collecting any and all .
such-moneys due under any Collateral whenever payable and to file any claim or
to take any other action or proceeding in any court of law or equity or otherwise
deemed appropriate by the Administrative Agent for the purpose of collecting any
and all such moneys due under any Collateral whenever payable;
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(ii)
to payor discharge charges or Liens levied or placed on or
threatened against the Collateral (other than the Permitted Liens), to effect any
insurance called for by the terms of this Agreement and to pay all or any part of
the premiums therefor;

(iii)
to direct any party Liable for any payment under any. of the
Collateral to make payment of any and all moneys due, and to become due
thereunder, directly to the Administrative Agent or as the Administrative Agent
.shall direct, and to receive payment of and receipt for any and all moneys, claims
and other amoUIits due, and to become due at any time, in respect of or arising out
of any Collatera];
(iv)
to sign and indorse any invoices, freight or express bills, bills of
Jading, storage or warehouse receipts, drafts against debtors, assignments,
verifications and notices in connection with accounts and other documents
constituting or rdating to the Collateral;

1

I

{

(v)
to commence and prosecute any suits, actions or proceedings at
law or in equity in any court of competent jurisdiction to colleCt the Collateral or
any part thereof and to enforce any other right in respect of any Collateral;
(vi)
to defend any suit, action or proceeding brought against the Debtor
with resp'eet to any Collateral;
(vii) to settle, compromise or adjust any suit, action or proceeding
described above and, in connection therewith, to give such discharges or releases
.as the Administrative Agent may deem appropriate;
(viii) to file such financing statements with respect to this Agreement, or
to file a photocopy of this Agreement in substitution for a financing statement, as
the Ad:rp.inistrative Agent may deem appropriate, and to execute in the Borrower's
name such financing statements and amendments thereto and continuation
statements which may require the Borrower's signature; and'

I

j
:;

I

generally to sell, transfer, pledge, make any agreement with respect
to or otherwise deal with any of the Collateral as fully and completely as th,-mgh
the Administrative Agent were the absolute owner thereof for all purposes, and to
do, at the Administrative Agent's option and at the Borrower's expense, at any
time, or from time to time, 'all acts and things which the Administrative Agent
reasonably deems necessary to protect, preserve or realize upon the Collateral and
the Administrative Agent's Lien therein, in order to effect the intent of this
Agreement, all as fully and effectively as the Borrower might do. The Borrower
hereby ratifies, to the extent permitted by law, all that such attorneys lawfully do
or cause to be done by virtue hereof. The power of attorney granted hereunder is
a power coupled with an interest and shall be irrevocable until the Indebtedness is
indefeasi~ly paid in full and this Agreement is terminated. The Borrower also
(ix)

!

I
!

.j

i

I

I
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authorizes the Administrative Agent, at any time from and after the occurrence.
and during the continuation of any Event of Default, (x) to communicate in its
own name with any party to any contract with regard to the assignment of the
right, title and interest of the Debtor in and under the contracts hereunder and
other matters relating thereto and (y) to execute, in connection with any sale of
Collateral by the Administrative Agent in accordance with the terms hereof, any
endorsements, assignments or other instruments of conveyance or transfer with
respect to the Collateral.
ARTICLE8A
ADMINISTRATIVE AGENT; ASSIGNMENTS
Section 8.IA APPOINTMENT. The Lenders hereby designate and appoint AGM, LLC,
- a Delaware limited liability company as their Administrative Agent on their collective behalf to
act as specified herein and ih the other Loan Documents. Each Lender hereby irrevocably
authorizes, and. each holder of any Note by the acceptance of such Note shall be deemed
irrevocably to authorize, the Administrative Agent to take such action on its behalf under theprovisions of this Agreement, the other Loan Documents and any other instruments and
agreements referred to herein or therein and to exercise such powers and to perform such duties
hereunder and thereunder as are specifically delegated to or required of the Administrative Agent
by the terms hereof and thereof and such other powers as are reasonably mcidental thereto,
including, without limitation, to execute and deliver the Loan Agreement, the Custodian
Agreement and any other Loan Document necessary or usdlil in connection with th~
Indebtedness and L.ender. ParneS' security interests relating thereto. The Administrative Agent
may perform any of its duties hereunder by or through its officers, directors, agents, employees
m~~.
. .
Section 8.2A NATURE OF DUTIES. The Administrative Agent shall not have any
duties or responsibilities except. those expressly set forth in this Agreement and in the other Loan
Documents. Neither the Administrative Agent nor any of its officers, directors, agents;
employees or affiliates shall be liable for any action taken or omitted by any of them hereunder
or under any other Loan Document or in connection herewith or therewith, unless caused by its
. or their gross negligence or willful misconduct (as determined by a court of competent
jurisdiction in a final and non-appealable decision). The dll:ties of the Administrative Agent shall
be mechanical and administrative in nature; the Administrative Agent shall not have by reason of
this Agreement or any other Loan Document a fiduciary relationship in respect of any Lender or
the holder of any Note; and nothing in this Agreement·or in any other Loan Document, expressed
or implied, is intended to or shall be so construed as to impose upon the Administrative Agent
any obligations in respect of this Agreement or any other Loan Document except as expressly set
forth herein or therein.
Section 8.3A LACK OF RELIANCE ON THE ADMINISTRATIVE· AGENT.
Independently and without reliance upon the Administrative Agent, each Lender and the holder
of each Note, to the extent it deems appropriate, has made and shall continue to make (i) its own
independent investigation of the financial condition and affairs of the Borrower in connection
with the making and the continuance of the Loans and the taking or not taking of any action in
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connection herewith and (ii) its own appraisal of the creditworthiness of the Borrower and,
except as expressly provided in this Agreement, the Administrative Agent shall not have any
duty or responsibility, either initially or on a continuing basis, to provide any Lender or the
holder of any Note with any credit or other information with respect thereto, whether coming
into its possession before the making of the Loans or at any time or times thereafter. The
Administrative Agent shall not be responsible to any Lender or the holder of any Note for any
recitals, statements, information, representations or warranties herein or in any document,
certificate or other writing delivered in connection herewith or for the executIon, effectiveness,
genuineness, validity, enforceability, perfection," collectibility, priority or sufficiency of this
Agreement or any other Loan Document or the financial condition of the Borrower or be
required to make any inquiry concerning either the performance or observance of any of the
terms, provisions or conditions of this Agreement or any other Loan Document, or the financial
.condition of the Borrower or the existence or possible existence of any Default or Event of
Default.
Section 8.4A CERTAIN RIGHTS OF THE ADMINISTRATIVE AGENT. If the
Administrative Agent requests instructions from the Lenders with respect to any act or action
(including failure to act) in connection with this Agreement or any other Loan Document, the
Administrative Agent shall be entitled to refrain from such act or taking such action unless and
until the Administrative Agent shall have received instructions from the Lenders; and the
Administrative Agent shall not incur Liability to any Lender by reason of so refraining. Without
limiting the foregoing, neither any Lender nor the holder of any Note shall have any right of
action whatsoever against the Administrative Agent as a result of the Administrative Agent
acting or refraining from acting hereunder or under any other Loan Document in accordance with
the instructions of the Lenders.
Section 8.5A RELIANCE. 'The Administrative Agent shall be entitled to rely, and shall
be fully protected in relYing, upon any note, -Writing, resolution, notice, statement, certificate,
telex, teletype or telecopier message, cablegram, radiogram, order or other document ortelephone message signed, sent or made by any Person that the Administrative Agent believed to
be the proper Person, and, with respect to all legal matters pertaining to this Agreement and any
other Loan Document and its duties hereunder and thereunder, upon advice of courisel selected
by the Administrative Agent.

;

-j

I

Section 8.6A INDEMNIFICATION. To the extent the Administnltive Agent (or any
: affiliate thereof) is not reimbursed and indemnified by the Borrower, lhe Lenders will reimburse
and indemnify the _Administrative Agent (and any affiliate thereof) in proportion to their
respective percentage of principal amount of Notes held by them for and against any and all
liabilities, obligations, losses, damages, penalties, claims', actions, judgments, costs, expenses or
disbursements of whatsoever kind or natUre which may be imposed on, asserted against or
incurred by the Administrative Agent (or any affiliate thereof) in performing its duties hereunder
or _under any other Loan Document or in any way relating to or arising out of this Agreement or
any other Loan Document; provided, that no Le!lder shall be liable for any portion of such
liabilities, obligations, 'losses, damages, penalties, claims, actions, judgments, suits, costs,
expenses or disbursements resulting from the Administrative Agent's (or such affiliate's) gross
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negligence or willful misconduct (as determined by a court of competent jurisdiction in a final
and non-appealable decision).
Section 8.7A HOLDERS. The Administrative Agent may deem and treat the payee of
any Note as the owner thereof for all purposes hereof unless and until a written notice of the
assignment, transfer or endorsement thereof, as the case may be, shaH have been filed with the
Administrative Agent. Any request, authority or consent of any Person who, at the time of
'making such request or giving such authority or consent, is the holder of any Note shall be
conclusive and binding on any, subsequent holder, transferee, assignee or endorsee, as the case
may be, of such Note or of any Note or Notes issued in exchange therefor. Notwithstanding
anything in this Section, no Note or interest in any Note may be transferred unless such transfer
complies with Section 9.2 of this Agreement.
Section 8.8A RELEASE OF COLLATERAL.
The Lenders hereby irrevocably
authorize Administrative Agent, at its option and in its discretion, to release any Lien granted to
or held by it upon any Collateral (i) upon payment and satisfaction of all Indebtedness (other
than contingent indemnification Indebtedness to the extent no claim~ giving rise thereto have
been asserted); (ii). constituting property being sold or disposed of if Borrower certifies to
Administrative Agent that the sale or disposition is made in compliance with the provisions of
this Agreement (and Administrative Agent may rely in good faith conclusively on any such
certificate, without further .inquiry); or (iii) upon release of any Collateral in accordance with
Section 3.12.

j

,

I

I

;-j

:.I

Section 8.9A CONFIRMATION OF AUTHORITY; EXECUTION OF RELEASES.
Without in any manner limiting Administrative Agent's authority to act without any specific or
further authorization or consent by· Lenders, each Lender agrees to confirm in writing, upon
request by Administrative Agent, the authority to release any Col1ateral conferred upon
Administrative Agent hereunder. Upon receipt by Administrative Agent of any required
confirmation from the Required Lenders of its authority to release any particular item or types of
Collateral, Administrative Agent shall (and is hereby irrevocably authorized by Lenders to)
execute such documents as may be necessary to, evidence the release of the liens granted to
Administrative Agent upon such Collateral; provided,' however, that (i) Administrative Agent
shall not be required to execute any such document on terms which, in Administrative Agent's
opinion, would expose Administrative. Agent to Liability or create any obligation or entail any
consequence other than the release of such liens without recourse or warranty, and (ii) such
release shall not in any manner discharg~, affect or impair the indebtedness evidenced by the
Notes or any Liens upon (or Indebtedness of Borrower, in respect of), all interests retained by
Borrower, including (without limitation) the proceeds of any sale, all of which shall continue to
'
constitute part of the Collateral.

.j

I

Section 8.10A ABSENCE OF DUTY. Administrative Agent shall have no obligation
whatsoever to any Lender or any other Person to assure that the Collateral exists or is owned by
Borrower or is cared for; protected or insured or has been encumbered or that the Liens granted
to Administrative Agent have been properly' or sufficiently or lawfully created, perfected,
protected or enforced or are entitled. to any particular priority, or to exercise at all or in any
particular manner or under any duty of care, disclosure or. fidelity, or to continue exercising, any
DAL-FS 1\87445v07
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of the rights, authorities and powers granted or available to such Administrative Agent in any of
the Loan Documents, it being understood and agreed that in respect of any Collateral or any act,
omission or event related thereto, Administrative Agent may act in any manner it may deem
appropriate, in its discretion and provided that Administrative Agent shall exercise thesame care
which it would in dealing with loans for its own account
Section 8.11A AGENCY FOR PERFECTION.
Each Lender hereby appoints
Administrative Agent as agent for the purpose of perfecting such Lender's security interest in
that portion of the Collateral which, in accordance with the Uniform Commercial Code in any
applicable jurisdiction, can be perfected by possession or controL Each Lender agrees that it will
not have any right individually to enforce or seek to enforce this Agreement or to realize upon
any Collateral for the Notes unless consented" to by Administrative Agent, it being understood
and agreed that such rights and remedies may be exercised only by Administrative Agent.
Nothing herein is intended or shall be construed to limit any Lender's rights under its Note,
including the right to enforce, accelerate, amend, compromise or otherWise administer such Note.
Section 8.12A AMENDMENTS, CONSENTS AND WAIVERS.
(a)
Except as otherwise provided herein and except as to matters set forth in
other subsections hereof or in any other Loan Document as requiring only Administrative
Agent's consent, the consent of Required Lenders will be required to amend, modifY, terminate,
or waive any provision of this Agreement or any of the other Loan Documents;" provided,
however, that if such amendment, modification, tennination or waiver applies only to a certain
Loan, only the consent of the Lender or Lenders with respect to such Loans shall be required.
(b)
In the event Administrative Agent requests the consent of a Lender and
does not receive a written consent or denial thereof within ten (10) Business Days after such"
Lender's receipt of such request, then such Lender will be deemed to have given such consent.
Section 8.] 3A BENEFIT. The provisions of this Article 8A are intended solely
for the benefit of Lender Parties, and none of Borrower, any Related Party or any Guarantor shall
be entitled to rely on any such provision or assert any such provision in a claim or defense
against any Lender Party. Lender Parties may waive or amend such provisions as they desire
without any notice to or consent of Borrower, any Related Party or any Guarantor.
ARTICLE 8
EXPENSES AND INDEMNITIES

I
I

Section 8.1. PAYMENT FOR EXPENSES. Borrower shall pay (on the date of the
initial funding of the Loan, and thereafter, within thirty (30) days after any invoice or other
statement or notice) all costs and expenses incurred by Lender Parties or any of their affiliates in
connection with the transactions contemplated by the Loan Documents, including, without
limitation, (a) all documentation and diligence fees and expenses, (b) all search, appraisal,
recording, professional and filing fees and expenses and all" other out-of-pocket charges and
expenses (including, without limitation, DCC and judgment and tax lien searches and uec
filings and fees for post-closing DCC, judgment and tax lien searches and wire transferfees), (c)
DAL-FS I \87445v07
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all

audit fees and expenses, Cd) all of Lender Parties' attorneys' fees and expenseS, but only to
the extent incurred by a Lender Party or any of its affiliates after a Default or Event of Default or
incurred by a Lender Party in connection with (i) any effort to enforce, protect or collect
payment of any Indebtedness or to enforce any Loan Document or any related agreement,
document or instrument, or effect collection hereunder or thereunder, (ii) entering into,
negotiating, preparing, reviewing and executing this Agreement and the other Loan Documents
and all related agreements, documents and instruments, (iii) the administration of the
Indebtedness; (iv) instituting, maintaining, preserving, enforcing and· foreclosing on
Administrative Agent's Liens, for the benefit of the Lender Parties, in any of the Collateral or
securities pledged under the Loan Documents, whether through judicial proceedings or
otherwise, (v) defending or prosecuting any actions, claims or proceedings arising out of or
relating to Lender Parties' transactions with Borrower unless there is a final judgment by a court
w~ich finds such Lender Party to have acted in gross negligence or willful misconduct in
connection therewith, or (vi) any modification, restatement, supplement, amendment, waiver or
extension of this Agreement or any other Loan Document or any related· agreement, document or
instrument, and all of the same may be charged to Borrower's account and shall be part of the
Indebtedness. Borrower hereby further agrees to pay all of the Custodian's fees and expenses
owing under the Custodian Agreement.
.
Section S.2. GENERAL INDEMNIFICATION. Borrower hereby agrees to indemnify
and. hold each Lender Party harmless, on demand, from and against any and all claims,
Liabilities, obligations, losses, damages, penalties, fines, actions, judgments, suits, costs,
expenses or disbursements (collectively "Claim" or "Claims") of any kind or nature whatsoever,
asserted by any party other than Borrower, or with respect to Borrower only as otherwise
provided in this Agreement or pursuant to applicable law regarding such Lender' Party's
obligations to Borrower, which may be imposed on, incurred by or asserted against such Lender
Party, or any of its officers, directors, employees or agents (including accountants, attorneys or
other professionals hired by such Lender Party) in any way relatIng to or arising out of the Loan
Documents or any action taken or omitted by Lender, or any of its officers, directors, employees
or agents (including accountants, attorneys or other professionals hired by such Lender Party)
under the Loan Documents, except to the extent such indemnified matters are finally found by a
. court to be caused by such Lender Party's gross negligence or willful misconduct.

ARTICLE 9
MISCELLANEOUS
Section 9.1. NOTICES. All notices, demands, billings, requests and other written
communications hereunder shall· be deemed to have been properly given: (i) upon personal
delivery; (ii) on the third Business Day following the day sent, if sent by registered or certified
mail; (iii) on the next Business Day following the day sent, if sent by overnight express courier;.
or (iv) on the day sent or if such day is not a Business Day on the next Business Day after the
day sent if sent by telecopy providing the receiving party has acknowledged receipt by return
telecopy, in each case, to each Lender Party and each Related Party or Guarantor at its address
and/or telecopy number as set forth in this Agreement or Section 9.1 of Schedule A attached·
h~reto, or at such other address and/or telecopy number as either party may designate for such
purpose in a written notice given to the other party. Administrative Agent shall have the right,.
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on or after initial funding pursuant to the tenns of this Agreement, to issue a press release or
other brochure announcing the consummation of the Loan Documents and to distribute that
information to third parties ill the normal course of Lender's business, at no cost to Borrower;
provided that any such press releaSe or brochure shall not mention ClearWater .Insurance
Company or indicate in any manner that Clearwater Insurance Company has any involvement
with the transactions contemplated herein or in the other Loan Documents.
Section 9.2.

ASSIGNMENTS AND PARTICIPATIONS.

(a)
Any Lender may sell any participation interest in its commitment
hereunder or any of its rights under its Loans or under the Loan Documents to any Person so
long as the agreement between such Lender and such participant at all times provides: (i) that
such participation exists only as a result of the agreement between such participant and such
Lender and that such transfer does not give such participant any rig4t to vote as a Lender or any
other direct claims or rights agai~t any Person other than such Lender, (ii) that such participant
is not entitled to payment from Borrower hereunder of amounts in excess of those payable to
such Lender under such sections (determined without regard to the sale of such participation),
and (iii) unless such participant is an affiliate of such Lender, that such partiCipant shall not be
entitled to require such Lender to take any action under any Loan Document or to obtain the
consent of such participant prior to taking any action under any Loan Document, except for
actions which would require the consent of all Lenders hereunder. No Lender selling such a
participation shall, as between the other parties hereto or to any other Loan Document and such
Lender, be relieved of any of its obligatIons hereunder or thereunder as a result of the sale of
such participation. Each Lender which sells any such participation to any Person (other than an
affiliate of such Lender) shall give prompt notice thereofto Administrative Agent and Borrower.

I

~
I

(b)
In addition to sales of participations under the immediately preceding
subsection, any Lender may make any assignment or transfer of any kind of its commitments or
any of its rights under its Loans or under the Loan Documents in accordance with the terms of
this Section 9.2; provided, however, that no Lender shall offer, sen or otherwIse, dispose, of all or
any part of a Note except under circumstances which will not result in a violation of the Act or
applicable state securities laws. To the extent indicated in any document, instrument or
agreement so selling, assigning, or otherwise transferring to an assignee thereof (an "Assignee")
such righ~ andlor duties, (i) the Assignee shall acquire all of the assigning Lender's rights under
the Agreement and the other Loan Documents 'and (ii) the Assignee shall be deemed to be a
"Lender" under this Agreement and the other Loan Documents 'with the authority to exercise
such rights in the capacity 'of such Lender. Related Parties hereby authorize each Lender to
dissen:iinate any information it has pertaining to the fudebtedness, including without limitation,
complete anq current credit information on Related Parties and Guarantors and any of their
principals to any Assignee or prospective Assignee_ Any assignment pmsuant to this Section 92
shall be made pmsuant to an Assignment and Acceptance Agreement.

(c)
Administrative Agent shall maintain at its
Assignment and Acceptance Agreement delivered to it and a register
names and addresses of Lenders, and the commitments of, and
Indebtedness and Loans owing to each Lender pursuant to the terms

office a copy of each
for the recordation of the
principal amount of the
hereof from time to time .
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(the "Register"). The entries in the Register shall be presumptive evidence of the amounts due
and, owing to Lenders in the absence of error which is readily apparent. Borrower,
Administrative Agent and each Lender may treat each Person whose name is recorded in the
Register pursuant to the terms hereof as a Lender hereunder for all purposes of this Agreement.
The Register shall be available for inspection by Borrower and any Lender, at any reasonable
time upon reasonable prior notice.
(d)
Upon its receipt of a duly completed Assignment and Acceptance
Agreement executed by an assigning Lender and its Assignee (together with the Note(s) subject
to such assignment), evidence satisfactory to the Administrative Agent that such assignment
complies with subsection (a) above, Administrative Agent shall (a) accept such Assignment and
Acceptance Agreement and (b) record the infonnation contained therein in the Register. If
requested by Administrative Agent, Borrower shall promptly execute and deliver to
Administrative Agent new Note(s) evidencing the Indebtedness owed by Borrower' to the
assignee and, if applicable, the assigning Lender, after giving effect to the assignment.
Administrative Agent shall cancel the Notes delivered to it by the assigning Lender and deliver
the new Notes to the Assignee and, unless the assigning Lender has assigned aU of its interests
under this Agreement, the assigning Lender.
(e)
Any Lender may at any time, following written notice to Administrative
Agent, (a) pledge the Indebtedness held by it or create a security interest in all or any portion of
its rights under this Agreement or the other Loan Documents in favor of any Person; provided,
however, that (i) no such pledge or grant of security interest to any Person shall release such
Lender from its Indebtedness hereunder or under any other Loan Document arid (ii) the
acquisition of title to such Lender's Indebtedness pursuant to any foreclosure or other exercise of
remedies by such Person shall be subject to the provisions of this Agreement and the other Loan
Documents in all respects; and (b) assign all or any portion of its funded Loans to an affiliate of
such Lender, to one or more other Lenders or to an affiliate of such other Lender.
, (f)
Except as otherwise provided herein, no Lender shall, as between
Borrower and that Lender, be relieved of any of its Indebtedness hereunder as a result of any
sale, assignment, transfer or negotiation of, or granting of a participation in, all or any part of the
Loans, the Notes or other Indebtedness owed to such,Lender.
Section 9.3.SURVNAL OF AGREEMENTS. All of the various representations,
warranties, covenants and agreements of Borrower and GuarantOl::s (including without limitation,
any agreements to pay costs and expenses and to indemnify any Lender Party) in the Loan
Documents shall survive the execution and delivery of the Loan Documents and the performance
under such Loan Documents, and Administrative Agent, for the benefit of the Lender Parties,
shall retain its Liens in the Collateral and all of its rights and remedies under the Loan
Documents notwithstanding any termination of financing under this Agreement until all
Indebtedness is fullyperformeoand paid in full in cash. All indemnity obligations and all other
obligations to pay costs and expenses oithe Borrower and Guarantors hereunder and under the
other Loan Documents shall survive payment of the Indebtedness in full.

DAL-FSJ\87445v07

50

AFFIDAVIT OF REED TAYLOR
AIA001209

Section 9.4. NO OBLIGATION BEYOND MATURITY. Each of Borrower and each
Guarantor agrees and acknowledges that upon the Maturity Date, no Lender Party shall have any
obligation to renew, extend, modify or rearrange the Loan and Lender Parties shall have the right
to requite all amounts due and owing under the Loan to be paid in full upon such date ..
Section 9.5. PRIOR AGREEMENTS SUPERSEDED. This Agreement, together with
the other Loan Documents, constitute the sole and only agreement of the parties hereto and
supersede any prior understandings or written or oral agreements between the parties respecting
the subject matter of this Agreement and the other Loan Documents. No provision of this
Agreement or other Loan Document may be modified, waived or terminated except by
instrument in writing executed by the party against whom a modification, waiver or termination
is sought to be enforced.
.
Section 9.6. PARTIES BOUND. This Agreement shall be binding on and inure to the
benefit of the parties hereto and their respective heirs, executors, administrators, legal
representatives, successors and assigns, except as otherwise expressly provided for herein. No
Related Party shall assign any of its ri!?;hts or obligations pursuant this Agreement.
Section 9.7. NO THIRD PARTY BENEFICIARY. This Agreement is for the sole
benefit of Administrative Agent, Lender, Borrower and Guarantors and is not for the benefit of
any third party.
Section 9.8. EXECUTION IN COUNTERPARTS. This Agreement may be executed
in: any number of counterparts and by the parties hereto in separate counterparts, each of which
when so executed and delivered shall be deemed to be an original, and all of which taken
together shall constitute but one and the same instrument.
Section 9.9. SEVERABILITY OF PROVISIONS. Any provision which is determined
·to be unconscionable, against public policy or any provision of this Agreement which is
prohibited or unenforceable in any jurisdiction shall, as to such jurisdiction, be ineffective to the
extent of such prohibition or unenforceability without invalidating the remaining provisions
hereof or affecting the validity or enforceability of such provision in any other jurisdiction.
Section 9.10. FURTHER INSTRUMENTS. Borrower and each Guarantor shall from·
time to time execute and deliver, and shall cause each of its subsidiaries to execute and deliver,
all such amendments, supplements and other modifications hereto and to the other Loan
Documents and all such financing statements or continuation statements, instruments of further
. assurance and any other instruments, and shall take such other actions, as Administrative Agent
reasonably requests and deems necessary or advisable in fup:herance of the agreements contained
herein.
Section 9.11. GOVERNING LAW; SUBMISSION TO.PROCESS. EXCEPT TO THE
EXTENT THAT THE LAW OF ANOTHER JURISDICTION IS EXPRESSLY ELECTED IN
A LOAN DOCUMENT, THE LOAN POCUMENTS SHALL BE DEEMED CONTRACTS
AND INSTRUMENTS MADE UNDER THE LAWS OF THE STATE OF ILLINOIS AND
SHALL BE CONSTRUED AND ENFORCED IN ACCORDANCE WITH AND GOVERNED
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BY THE LAWS OF THE STATE OF ILLINOIS AND THE LAWS OF THE UNITED
STATES OF AMERICA, WITHOUT REGARD TO PRINCIPLES OF CONFLICTS OF LAW.
Section 9.12. JURISDICTION AND VENUE. TO INDUCE THE LENDER PARTIES
TO ENTER INTO THIS AGREEMENT, EACH PARTY HERETO IRREVOCABLY
SUBMITS TO THE EXCLUSIVE JURISDICTION OF ANY FEDERAL COURT OR
ILLINOIS STATE COURT SITTING IN CHICAGO, ILLINOIS, AND EACH PARTY
IRREVOCABLY WAIVES ANY OBJECTION WHICH IT MAY HAVE AT ANY TIME TO
THE LAYING OF VENUE OF ANY SUIT, ACTION OR PROCEEDING ARISING OUT OF
OR RELATING HERETO BROUGHT IN ANY SUCH COURT.
EACH PARTY
IRREVOCABLY WAIVES ANY CLAIM THAT ANY SUCH SUIT, ACTION OR
PROCEEDING BROUGHT IN ANY SUCH COURT HAS BEEN BROUGHT IN ANY
INCONVENIENT FORUM AND FURTHER IRREVOCABLY WAIVES THE RIGHT TO
OBJECT, WITH RESPECT TO SUCH CLAIM, SUIT, ACTION OR PROCEEDING
BROUGHT IN ANY SUCH COURT, THAT SUCH COURT DOES NOT HAVE
JURISDICTION OVER SUCH PARTY, PROVIDED THAT SERVICE OF PROCESS IS
MADE AS SET FORTH IN THIS SECTION 9.12, OR BY ANY OTHER LAWFUL MEANS.
TO THE EXTENT PERMITTED BY APPLICABLE LAW, EACH PARTY IRREVOCABLY
W AlVES . ALL RIGHT OF TRIAL BY JURY IN ANY ACTION, PROCEEDING OR
COUNTERCLAIM ARISING OUT OF OR IN CONNECTION WITH THIS AGREEMENT
OR ANY MATTER ARISING HEREUNDER.

!,

Section 9.13. WAIVER. EXCEPT AS OTHERWISE PROVIDED FOR IN THIS
AGREEMENT AND TO THE EXTENT NOT PROHIBITED BY APPLICABLE LAW,
BORROWER AND EACH GUARANTOR HEREBY WAIVE (i) PRESENTMENT, DEMAND
AND PROTEST AND NOTICE OF PRESENTMENT, PROTEST, DEFAULT, NONPAYMENT, MATURITY, RELEASE, COMPROMISE, SETTLEMENT, AND ONE OR
MORE EXTENSIONS OR RENEWALS OF ANY OR ALL ACCOUNTS, CONTRACT
RIGHTS, DOCUMENTS, INSTRUMENTS, CHATTEL PAPER AND GUARANTIES AT
ANY TIME HELD BY THE ADMINISTRATIVE AGENT AND/OR THE LENDER ON
WHICH BORROWER OR ANY GUARANTOR MAY IN ANY WAY BE LIABLE AND
HEREBY . RATIFIES AND CONFIRMS WHATEVER THE ADMINISTRATIVE AGENT
. AND/OR THE LENDER MAY DO IN THIS REGARD; (ii) ALL RIGHTS TO NOTICE AND
HEARING PRIOR TO THE ADMINISTRATIVE AGENT'S TAKING POSSESSION OR
CONTROL OF, OR THE ADMINISTRATIVE AGENT'S REPLEVIN, ATTACHMENT OR
LEVY ON OR OF THE COLLATERAL OR ANY BOND OR SECURITY WIDCH MIGHT
BE REQUIRED BY·ANY COURT PRIOR TO ALLOWING THE LENDER TO EXERCISE
ANY OF THE LENDER PARTIES' REMEDIES'; AND (iii) THE BENEFIT OF ALL
VALUATION, APPRAISEMENT OR EXEMPTION LAWS.
Section 9.14. ADVICE OF COUNSEL. BORROWER AND EACH GUARANTOR
ACKNOWLEDGES THAT THEY HAVE BEEN REPRESENTED AND ADVISED BY
INDEPENDENT LEGAL COUNSEL WITH RESPECT TO THE NEGOTIATION,
EXECUTION AND ACCEPTANCE OF THis AGREEMENT AND THE TRANSACTIONS
GOVERNED BY THIS AGREEMENT AND HAVB RELIED UPON THE ADVICE OF ITS
INDEPENDENT LEGAL COUNSEL IN AGREEING TO THE TERMS AND CONDITIONS
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HEREIN AND IN EXECUTING AND DELIVERING THIS AGREEMENT, AND THAT
THEY HAVE FREELY AND VOLUNTARILY ENTERED INTO THIS AGREEMENT AS
THE PRODUCT OF ARMS' LENGTH NEGOTIATIONS.
Section 9.15. WANER OF RIGHT TO TRIAL BY JURY. EACH LENDER PARTY,
BORROWER AND EACH. GUARANTOR HEREBY COVENANT AND AGREE THAT IN
ANY SUIT, ACTION OR PROCEEDING IN RESPECT OF ANY MATTER ARISING OUT
OF THIS AGREEMENT, THE DOCUMENTS EXECUTED IN CONNECTION HEREWITH,
ANY WRITTEN AGREEMENT BETWEEN THE PARTIES HERETO, WHETHER NOW
EXISTING OR HEREAFTER ARISING OR IN ANY WAY RELATED TO, CONNECTED
WITH OR INCIDENTAL TO THE DEALINGS OF THE PARTIES HERETO OR
TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY WHETHER SOUNDING IN
CONTRACT OR TORT OR OTHERWISE, TRIAL SHALL BE TO A COURT OF
COMPETENT JURISDICTION AND NOT TO A JURY; EACH LENDER PARTY,
BORROWER AND EACH GUARANTOR HEREBY EXPRESSLY WAIVE ANY'RIGHT
THEY MAY HAVE TO A TRIAL BY JURY. ANY PARTY MAY FILE AN ORIGINAL
COUNTERPART OR A COpy OF THIS AGREEMENT WITH ANY COURTAS WRITTEN
EVIDENCE OF THE CONSENT OF THE P ARTIJ~S HERETO TO THE WAIVER OF THEIR
RIGHT TO TRIAL BY JURY.
Section 9.16. TIME OF ESSENCE. Time is of the essence for the performance of the
obligations set forth in this Agreement and the Loan Documents.
[THE REMAINDER OF THIS PAGE IS INTENTIONALLY LEFT BLANK]
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IN WI1NESSWHEREOF, the parties have executed this Agreement on the day and year
first set forth above:

BORROWER:
. CROP USA INSURANCE AGENCY, INC.

II
I

1
I

I

I
LENDER:

I

LANCELOT INVESTORS FUND, L.P.,

J

By: Lancelot Investment Management, LLC
Its:
General Partner
By:______________________~Name: Gregory Bell
Its:
President
ADMINISTRATIVE AGENT:

AGM, LLC, a Delaware limited liability
company

By:

----------------------~---

Name: Gregory Bell
Its:
Manager
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IN WIlNESS WHEREOF, the parties have executed this Agreement on the day and year
first set forth above.
BORROWER:
CROP USA INSURANCE AGENCY. INC.

By:_ _ _ _ _ _ _ _ _ _ _ __
Name:
Title:

GUARANTORS:

R. JOHN TAYLOR
AIA INSURANCE) INC.
By:_ _ _ _ _ _ _ _ _ _ _ _-'-Name:
Title:

LENDER:

LANCELOT INVESTORS FUND. L.P., .
By: Lancelot Investment Management, LLC
Its:
General Partner

BY:~--=cQ=-,
-=ev¥---.:.
__
Name: Gregory Bell
Its:

President

. AHMINISTRATIVE AGENT:
AGM, LLC, a Delaware limited liability
company

C--'---:-~IZ'____ot_;C_z/----

By: _ _ _ _

Name:

Gre~t-

Its:

Manager
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Insurance

AlA Insurance, Inc.
One Lewis Clark Plaza
P.O. Box 538
Lewiston, 1083501-0538
(208) 799-9000 FAX (208) 746-8159

October 1, 2001

Donna Taylor
3730 Nicklaus Drive
Clarkston, W A 99403
Dear Donna:
Thank you for the note. I am sorry we could not get you included on the company's
reinsurance with Safeco. We are now making a payment for your Blue Cross plan and
will continue to do so.
We are unable to reinstate the stock redemption plan in full at this time. I hope to begin
the redemption in January. In the meantime, AlA will pay the current interest accruing
on your payments. A check is enclosed.
Please note that I have taken no salary this year, and Reed has dropped his to less than
half AlA is stretched thinly because Trustmark cut our commissions by 60% in January.
We do believe that AlA and Crop USA will tum around soon. As we discussed earlier,
we will be offering you stock in exchange for your deferral and/or interest, whichever
you decide. As soon as our filing is approved by the SEC we can give you more details.
I will call Ernie to discuss this further and will make sure he attends our Board meetings.
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1120
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Oepartment of
TreasUlY
Intemal Revenue Service

A Check if a:
, ConSolidated return

lattach Form 8511
2 P=onaJ holding co.

laltad1 Sch. PH)

[Xl

0

. Corporation Income Tax R
beginning

Use

n

OMS No. 1545-0123

For calendar year 2001 or \;!x year
,ending ._ _ _ _ _ _ _ _ _ _ _ __

number

Name

IRS
label.
Other-

AlA SERVICES CORPORATION &

t
3 Gross profit. Subtract line 2 from line lc ........... .. .............................................. ..............................................
III

E

0
IJ

..E

2001

I----'=--t--~'-=-=-.:::.L.-=--=::....::..:..

4 DMdends (Schedule C, line 19) .............. .•.................................. ....... " " "" " ........ ..................................•....
5 Interest .•...... .. .............•.................. ...............•.•..................................... •........•.......... ...•.......................... I----'=--t------.:~...::...::=-=..:..
6 Gross rents .... ........... .. ...................................................•.................................... .. ......•...................... ..... I----'=--t----------

7 Gross royalties .........................•.................................................................... .. ............... ........................ ...
8 Capital gain net income (attach Schedule D (Fom11120»

.................................................•.... .................•. ....•...

9 Net gain or (loss) from F0m14797, Part n, tine 18 (attach F0m14797) ................. •...............•..................... ........... _I--=--!-----:::-::-:::---:=--,:-=10 Other income (attaCh schedule) ......G.~.~....C'ON.G'O.LJ.P..~?;'.~.P....JN.(;'ON.~....-?lli.P......,.,.,"'..,.,.,.,..,.,.,.,.~'.>-!C.'.'.-I---!!:+--;;--=-=-==~:-=-:~
12 Compensation of officers (Schedule E, line 4) ................................................................................................
13 Salaries and wages (less employment credits) ............. ............ ..... _.... ..•. .•...... ..•... ... .•......... .... ...... ............•••••• t--'-=-t---=c..r.....::::...:::..;:::...<....::....:.....:....=14 Repairs and maintenance .............. ....... ..............................................................•............... :.... .. ................. f---'..:.....t------ - - j---:-=--+---::------:~~..:;.,::;..;...::..

15 Bad debts ...•....................... ...............................•.•..................................... ............................ ................... ~~j--------

16 Rents ..•.•.... .......................... ..•.....•... ..~ .....•..•..•.....•.............•................................... " """ ..... ' ..........•........
17 Taxes and licenses .................. .. ........................ .............................................•...•..............•.......................

18 Interest ... .............................. ........................•.................. _.. ................ ..........•... .................... ............•.... ~~j----=-=-"-L-'-;....::......::..
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19 Charitable contributions ...•..........•..............•............................•.....................•................,., ... ,... ,........•.........
20 Depreciation (attach Fonn 4562) •.•.....•.........•...•....................•...................... 20
19 542.
21 Less depreciation claimed on Schedule A and elsewhere on return

19 542.

.....................

22 Depletion ............ .......................... ....... .........................~..................•................ ,.............•.......... ..............

I--"=-j---------

23 Advertising ...•................................•......................... ...........•..........................•....•.............•...... " " '" :....•..
24 Pension, profit-sharing, etc., plans ...............•................................................................... .......•..............•.....
Z5 Employee benefit programs ....... ........................... ............ •..... .............................. ...... ..... •..............•........... _1--==--+-----;;:-:=-:::-=----:::-::--:-26 Other deductions (attach schedule) S.~~ ...G.QNS.Q~+.P.J\~~P. ... ING.Q~~....ANP ... ~.~".:-.-."'."'. "". "'.,.,..'·.·.-I~~--=:~;:..;..;.r..~~:..
27 Tolal deductions. Add lines 12 through 26 .•..................................... ..........•........................................ :...

28 Taxablelnco"", befo<e net op....ting loss deduction and spEcial deductions. Subtrnc:t ~ne 27 from line 11
29 Less: a Net operating loss (NOl) deduction ............ .................................... t---=:::..:....+---------.:~'.~.".''''.,.'i
30 Taxable Income. Subtract line 29c from line 28
31 Totallax (Schedule J, rR1e 11) ....

........................... .. ............. .. .. .................... .............. .......... f-!:.=-t----'-::...=:..=...!.--=-='-3-::..:
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32

b 2001 estimated lax payments

..... .

Less 2001 ",fund appRed for
C on Fonn44G6
••. •• .• . .. .•••.. •. •..•..• ..

e Tax deposited with Fonn 7004 ...•.............•.......... ........... ....... ......•.....•.... ...... I--"--"-+---------li.'f."~.q_ I
f Credit for tax paid on undistributed capital gains (attach Form 2439)
g Credit for Federal tax on fuels (attach F0m14136) .................•.•• _...•............•.....
33 Estimated tax penalty. Chec\c if Form 2220 is attached ....•........ ..........•................•.................................. ~
34 T21 due. If line 32h is smanar than the total of fines 31 and 33, anter amount owed ............................•................•..
Overpaymentl.f line 32h is larger than the total of lines 31 and 33, enter amount overpaid .....•..... ... ...••...•.•..•..•..••....
~
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• (See paqe 14 of instructions.)
Inventory at beginning of year ......................................... ... .. ........ ................................•......•. ...•........................
Purchases .. ................. .... ..... .......... .......... ................ ... ....... .................................. ................. ...... ...................
Cost of labor ..................... ....... .......•.... ............ ..... ....... .. .. ... .. .......... ...•. ... .............. .. . .... ... ..... ....... ... ......•..........
Additional section 263A costs (attach schedule) .. .................................... .......... ........•......................... .......... ..... .....
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Cost 01 goods sold. Subtract fine 7 from line 6. Enter hare and on line 2, page 1 ............................................................ ~8:......l..-_ _ _ _ _ _ __
Check all methods used for valuing closing inventory:
(i)
Cost as described in Regulations section 1.471-3
(ii)
Lower of cost or market as described in Regulations section 1.471-4
(ill)
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0

0

0

b
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No

If
(a) Dividends

Dividends and Special Deductions

received

1 Dividends from Iess-than-20'Y.-owned domestic corporations tbat are subject to the
70% deduction (other than debt-financed stock) ..•.......•••.............................•.. ......•.•
2 Dividends from 20%-or-more-owned domestic corporations that are subject to the
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80% deduction (other than debt-financed stock) ......................................................

3
4
5

Dlvidondson debt-financed stock ofClomesticand IorelgnCOrpODtions(seclion 2~

..•• .• .•• .•• •...•.•.•

Dividerds on certain preferm:l stock of less-than-20%·awned pub~c utilities

Dividends on certain pre/emd stock of 20Y~or-rno,.,..ownecl public utilities

6 Dividends from less-than-20%-owned foreign corporations and certain FSCs that are
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14
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15
16
17
18
19

.................. I-------+--!.~-+-----..................
...........................
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I-------~
~--------f
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Foreign dividend gross-up (section 78) ........................................ ..........................
IC -DISC and "''''''''" DISC dividends not Induded on tines 1. 2, or 3 {cection 24G(d)
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3 Compensation of officers claimed on Schedule A and elsewhere on return

..................................................... -....................... 1----------
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AlA Insurance, Inc.
Nc;lies to Financial Statements

NOTE 13 - LITIGATION:
The Company has been named as a defendant in a breach of c;ontract complaint that was filed on March 11, 2003.
The plaintiff contends that the Company has not met its confractnal obligation to guarantee the debts of a related
company. The Compapy is defending itself against this claim; however; no assurance can be given that this matter
wi~l be resolved in the Company's favor. The Company intends to vigorously defend itself in the matter.

NOTE 14 -lNVESTMENT.IN PARENT COMPANY PREFERRED STOCK:
During 2004, the Company purchased 205,000 shares of Service.s preferred stock which was previously helq by
CropUSA. The shares of Services preferred stock were purchased for $1,510,693 and such amount is reported
an asset as of December 31, 2005 and 2004. Management believes that the investment is properly classified as an
asset, however, our independent auditors believe the investm~nt should be reported as a component of stockhold~rs'
equity. in order to conform with.accou~ting principles generally accepted in the United States of America.
.

as· .

Had this investment been reported as a contra-equity account, the Company's total assets at December 31, 2005 and
2004, would have been $857,827 and $895,132, respectively, and stockhold~rs' equity (deficit) would have been
$(28,724Yand $(268,384), respectively: .
.
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CropUSA Insurance Agency, Inc.
Notes to Financial Statements

rf
NOTE 4 - INVESTMENT IN AlA SERVICES CORPORATION:

11

[1
I [I
i
!
fJ
U

In August 2004, the Company sold its investment in 205,000,000 shares of AIA Services Corporation preferred
stock for $1,510,693 t() AIA Insurance, Inc. No gain was recognized from this transaction due to the commonality in
ownership between these three entities. As a result, the sale was recognized as an adjustment to a4ditional paid-in
capital in the amount of $1,489,000.

:

i

.i rr

NOTE 5 - DEFERRED INCOME TAXES:
The Company's deferred tax assets principally relate to net operating loss carryforwards that are available, within
statutory annual limits, to offset future taxable income; if any. These deferred tax assets were partially reserved by
management's estimate of a valuation allowance for financial reporting purposes. At December 31,2005, the
Company had tax-basis net operating loss carryforwards of approximately $2,700,000 that expire in calendar years
. 2021 through 2026.
.
Following is a summary of the Company's net deferred tax assets at the balance-sheet dates:
. December 31 ,
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Deferred tax assets
Deferred tax asset valuation allowance
Deferred tax liabilities
Net deferred tax assets

$ 1,034,000

(548,000)
(29,000)
$

457,000

$ 373,000
(373,000)

$

The income tax benefits for each year differed from the amoUnts determined using the current federal statutory rates
primarily because of the effects' of state income taxes and the change in the deferred tax asset valuation allowance.
For 2005, the allowance increased by $175,000.
.

NOTE 6 - NOTE PAYABLE TO BANK:
The Company executed an agreement with a financial institution that was.1atermodified in January 2006 to provide
for a revolving line of credit. Maximum borrowings under the facility are limited to $750,000. All outstanding
borrowings accrue interest at the prime rate plus 1%,.are personally guaranteed by certain stockholders of the
Company, and are collateralized by receivables and equipment. Interest is required to be p~d monthly. As of
January 28, 2006, the Company renegotiated the agreement and extended the maturity date to January 2007. The .
outstanding balance at December 31,2005, was $750,000.
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AlA Insurance, Inc.
Balance Sheets

December 31,

Assets
Cash and cash equivalents
Certificate of deposit
Agent advances, net of allowances of $180,795 and
$218,997, respectively _
Accounts receivable
Prepaid expenses
Deferred income taxes Real estate, net of accumulated depreciation of$155,585
and $150,584, respectively _
_
Furniture, equipment, and vehicles, net of accumulated
depreciationof$810,008 and $794,702, respectively _
Related-party receivables, companies _
Related-party receivables, stockholders
Investment in parent company preferred stock

$

42,438
59,000-

$

53,823
59,000

89,867
7,857
65,33287,000

105,641
3,857
82,964
120,000

103,524

108,525

54,953
229,585
118;271
1,510,693

70,259
17,487
273,576
1,510,693

$ 2,368,520

$ 2,405,825

$

$

Liabilities and-Stockholders' Equity
LIAlJILII'IES:
AccountS payable and accrued expenses
Unearned commissions
Related-party payables, companies
Rel<i.ted-party payables, stockholders
Bank notes payable
Total liabilities

4,805
886,551

619,198
103,000
424,203
1,846
15,269
1,163,516

6,279
1,475,690
1,481,969

6,279
1,236,03Q
1,242,309

$ 2,368,520

$ 2,405,825

366,060
93,000
422,686

COMMII'MENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY.
Common stock - 100,000 shares, $1 par value, authorized;
6,279 issued and outstanding
_
Retained ea:m:ings
Total stockholders' equity

. See accompanying notes to financial statements.
3
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Due to Related Parties
Adrian Johnson
Randal Lamberjack
AlA Services 401 (k)

212,269
375,000
500,000
1,087,269

AFFIDAVIT OF REED TAYLOR

AlA SERVICES CORPORATION
AND SUBSIDIARIES
Consolidated Financial Statements

December 31, 2005
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AlA SERVICES CORPORAliON AND SUBSIDIARIES
Consolidated Balance Sheet
December 31,2005 and December 31,2004

Assets
Cash and cash equivalents
Investment securities available-far-sale
Accounts receivable
Agent advances
Related party receivable
Due from relateq companies
Prepaid expenses
Deferred income taxes
Vehicles
Net real estate
Net property and eqUipment

$

December, 31

December, 31

2005

2004

101,576 $
765
163,348
·89,866
164,622
27,310
65,332
395,430·
36,871
104,399
17.206

112,999
1,665
5Q,208
105,641
17,487
273,576
82,964
428,430
45,487
108,525
24,772

$

1,166.725

$

1,251,754

$

438,286
422,686
92,590
93,000
33,793

$

622,268
426,049
54,328
103,000
50,475

$

1,080,355

$

1,256,120

Obligation to former Stockholder:

$

7,669,572

$

7,347,070

Series A preferred stock:

$

604,955

$

689,846

Total assets

liabilities:
Accounts payable and accrued expenses
. Due to.related companies
Income taxes payable
Unearned commissions
Notes payable
Total liabilities

Stockholders', deficit:
Series C convertible preferred stock.
Common stock
. Additional. paid-in capital
Accumulated deficit
Treasury stock - at cost
Total stockholders' deficit
Total liabilities and stockholders' equity

$

92,500 $
17,521
(6,865)
(8,291,313)

92,500
12,771
(6,865)
(8,139,691)

$

(8,188,157) $

(8,041,285)

$

1,166,725

$

1,251,754

3tJ~
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AlA SERVICES CORPORATION AND SUBSIDIARIES
Consolidated Statements of Operations
For the Years Ended December 31, 2005 and December 31, 2004

December, 31.
2005

December, 31
2004

Revenues:
Commissions
Administrative fees
Inves~ment income

1,142,243
639,684
230,626
2,012,553

$

$

1,198,542
265,860

$

1,670,594
365,248

$

1,464,402

$

2,035,842

Operating income:

$

548,151

$

1,821,014

Other income (expense):
Interest expense
Equity in net loss (income) of affiliate

$

555,872

$

553,860

$

555,872

$

553,860

(7,721) $

1,267,154

$

673,109

Total revenues

$

$

$

734,632
1,478,957
1,643,267
3,856,856

Expenses:
General and administrative expense
Commission expense
Change in estimated advanced commissions .
Total operating expenses

Total o1her expense
Income (loss) from cootinuing operations
before income tax (expense) benerlts:

$

Income tax (expense) benefit:

$

Net income (loss):

$

143,000

(150,721) $

594,045.

AFFIDAVIT OF REED TAYLOR
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AlA SERVICES CORPORATION AND SUBSIDIARIES
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Consolidated Statements of Stockholders' Equity (Deficit)
For the Year Ended December 31,Z005 and the Year Ended December 31; 2004

>-<:
.......
....,
o
"Tj

~.

Series C
Convertible
Preferred
Stock·

;tr:J
'tr:J

V

....,

>>-<;

Additional
Paid-in
Capital

Common
Stock

Retained
Earnings
(Deficit)

Treasury
Stock

t'""'

o

~

Balance, December 31,.2003

$

297,500

$

(136)

»
»
o
o
o

8

-

$

(8,795,549)

(7,078)

(205,000)

$

92,500

61,580

(1,305,693)

$

12,771

$

(6,865) $

-

$

(8,139,691)

(150,721f

Net income (loss)
Unrealized Gain (Loss) on Investments
Purchase by JT 475,000 sh

~
<J\.

1,303,834 $

2,072

Intercompany Stock Transactions

Balance, December 31, 2005

$

·594,278

Net income (loss)
Treasury stock retired
Unrealized Gain (Loss) on Investments

Balance, December 31, 2004

12,907

4,750
$

~$

17,521

$

(6,865) $

-

$

~8,291,313)

AlA SERVICES CORPORATION
Statement of Cash Flows
For the Year Ended December 31,2005 and December 31,2004

Cash flows from operating aCtivities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash
(used in) provided by operating activities:
Permanent write down of investments
Depreciation and amortization
Equity in net income of affiliate
Write off of account receivable
Deferred income taxes
Changes in assets and liabilities:
Accounts receivable and agent advances
Prepaid expenses
Due from related companies, net
. Related party receivable
. Accounts payable and accrued expenses
Income taxes payable
'Unearned commissions

$

Net cash (used in) provided by operatil)9 activities

December, 31

December, 31

2005

2004

(150,721)

-'-.$_ _ _

7_6,--2-,-,5-=:3..::..6

20,309

25,872

33,000

645,834

(~7,365)

27,052
12,425
220,984

17,632
242,903
(147,135)
(183,982)
38,262
(10,000)

(333,782)
(42,569)
(35,997)

(237,097)

1,282,356

Cash flows fro"m il}vesting activities:
Capital expenditures
Proceeds from sale of investment securities

{72,808}
72,927
119

Net cash provided by (used in) investing activities
Cash flows from financing activities:
Repayment of mortgages, notes payable, and noncompete covenant
Repayment of obligation to former majority common stockholder
Change in Series A preferred stock .
Options exercised for common stock
Prior Period AdJ. for directors fees accrued
Change in acct. princ.(cost acct for common stock)·
Prior Period Adj. for Reed Taylor's note
Prior Period Adj. for Com~on Stock Issued
Purchase of common stock

(16,682)
322-,502
. (84,891)

Net cash (used in) provided by financing activities

(19,092)
279,651
. (45,867)
(1;515,699)

4,750

(136)

225,679

(1,301,143)

Net increase (decrease) in cash

(11,418)

(18,668)

Cash at beginning of period

112,999

131,667

101,516. $

112.999

Cash at end of period

"

$

~(p
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Consolidated
December 31,

2002

2001

Assets
$
Cash and cash equivalents
. Investment securities available-for-sale
Investment in .affiliate (Note 1)
Accounts receivable
Agent advances, net of allowance of $192,829 and $234,935
Related party receivable (Note 5)
Due from related companies
Prepaid expenses
Advanced commissions receivable (Note 9)
Covenant not to compete, net of amortization of $181,350·
and $132,990
Deferred income taxes (Note 4)
Real estate, net of accumulated depreciation of
. $140,380 and $135,191
Property and equipment, net (Note 2)

$

Total assets

66,003
2,000
14,127
46,751
269,719
0
152,841
81,129
73,825
12,104.

$

25,711
4,080
72~927

108,570
239,956
0
272,609
102,286
221,473
60,464

1,420,000

1,483,000

118,729
44,502

123,918
49,108

2,301,730'

$

2,761,103
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AlA Services Corp@JfljJl!g
and Subs
Consolidated Balan
December 31,

2002

2001

Liabilities and Stockholders' Deficit
Liabilities:
Accounts payable and accrued expenses
Due to related companies
Income taXes payable
Unearned commissions '
Notes payable (Note 3)
Covenant not to compete payable (Note 5)
Advanced commissions payable (Note 9)
Obligation to former majority common
stockholder (Note 5)
Totalliabilities '
Series A preferred stock - redeemable and putable, no par
value, 200,000 shares authorized, 73,571 and 73,571
shares issued and outstanding (Note 6)

$

840,172
578,565
131,678
161,000
134,561
8,780
498,914

$

880,906
412,578
147,787
199,000
170,423
40,802
1,371,560

6,723,039

6,344,553

9,076,709

9,567,609

735,713

735,713

297,500

297,500'

COlnmitments and contingencies (Notes 9, 10 and 11)
'I

:i

j
.1
,1
j

i!

,

Stockholders' deficit:
Series C convertible preferred stock - $1 par value,
500,000 shares authorized, 297,500 shares issued
apd outstanding (Note 6)
Common stock - $0.01 par value, 11,000,000 authorized;
1,310,301 and 1,310,301 sharesissued, 1,310,301 and
1,310,301 shares outstanding (Note 6)
Additional paid-in capital '
Accumulated defiCit
Treasury 'stock -' at cost, 0 and 0 shares

13,103
1,309,211
(9,130,504)

13,103
1,316,378
(9,916,200)

Total stockholders' deficit

(7,510,690)

(7,539,219)

Total liabilities and stockholders' deficit

$ 2,301,730

$ 2,764,103

See accompanying summary ofaccounting policies and notes to consolidatedfinancial statements.
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Year ended-December 31,

Revenues: .
Commissions (Note 5)
Administrative fees '
Investment income"

2002

$

1,184,332
2,232,769
177,941

2001

$

1,420,477
3,019,582
284,829

Total revenues

3,595,042

4,724,888

Operating expens~s:
General and administrative expenses
Commission expense

2,071,513 .
653,954

2,882,349
1,067,083

Total operating expenses

2,725,467

3,949,432

Operating income (loss)

869,575

775,456

Other income (expense):
Interest expense

705,832

893,468

Total other expenses

705,832 .

893,468

·Income (loss) from operations before income
tax (expense) benefit

163,743

(118,012)

Income tax (expense) benefit (Note 4)

(67,168) .

(120,672)

Net Income (loss)

$

96,575

$ (238,684 )

Income (Loss) Per Share

.07

(.18)

Income (Loss) Fully Diluted

.04

(.09)

See accompanying summary ofaccounting policies and notes to conso1idated financial statements.
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Consolidated Statement of Operations and Chang
Stockholders Deficit

Balance, December 31, 2000

Net loss
Debt issued for common stock
Options exercised
Treasury stock retired
Pr Period Adj .. for director fees
Change in Acct Principle
Pr Period Adj for Reed 7s note
Pr Period Adj for Option Exer
Pr Per Adj for Com Stock Iss~
Balance, December 31, 2001

SeriesC
Convertible
Preferred
Stock

Common
Stock

Additional
Paid-in
Capital

297,500

14,368

1,674,034

Accumulated
Deficit

(6,9.12,210)

(238,684)

(238,684)

26,800
(10,846)
(45,357)
(233,517)
(71,945)
1,316,37&

(934)
. 13,103

297,500

9,166,200
96,575

(7,167)
(60;881)

$

297,500

$

13,103

$

1,309,211

$

$

Total
Stockholders'
Deficit

(8,898,112)

(52, 193)

(331)

Net income
Treasury stock retired
Unrealized Gain (Loss) on
Investments
Baiance,December 31, 2002

Treasury
Stock

(52,521)
26,800
(10,846)
(45,357)
(233,517)
(72,879)
(7,539,219)
.%,575
(7,167)
(60,881)

(9,130,504) $ (7,510,690)

See accompanying summary ofaccounting policies and notes to consolidated financial statements.
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Increase (Decrease) in Cash and Cash Equivalents
2002

Year ended December 31, '
Cash flows fr:om operating activities:
. Net loss
Adjustments to reconcile net loss to net cash
proVided by (used in) operating activities:
. Permanent write down of investments
Depreciatioll and amortization
Equity in net income of affiliate
. Write off of account receivable
Deferred income taxes
ProVision for doubtful accounts
Discontinued operations
Changes in assets and liabilities:
Accounts receivable and agent advances
'P repaid expenses
Due from, to related companies, net
Related party receivable
Advanced commissions receivable
Advanced commissions payable
Accounts payable and accrued expenses
Income taxes payable
Unearned commissions
Net cash provided by (used in) operating activities

. Cash flows from investing activities:
Capital. expenditures
Investment in af.fIliate
Proceeds from sale of investment securities
Net cash provided by (used in) investing activities

$

96,575

2001

$

(238,684)

72,240

74,231

63,000

(7,000)

32,056
21,157
285,755
147,648
(872,646)
(40,734)
(16,109)
(38,000)

437,442
35,057 .
(162,795) .
102,693
147,648
(669,822)
(73,388)
147,787
31,000

(249,058) ·

(175,831)

(14,086) .
349,763

(14,086)

.349,763

See accompanying summary ofaccounting policies and notes to consolidatedfinanCial statements.
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Increase (Decrease) in Cash and Cash Equivalents .
Year ended December 31,

· 2001

2002

Cash flows from financing activities:
Repayment of mortgages and notes payable
Redemption of Series A preferred stock
Options exercised for common stock,
Pirrchase·of common stock
Prior period Adjustment for Directors fees
Change in Accounting PrinCiple for Common Stock Acct.
Prior period Adjustment for fonner majority shareholder
. Prior period Adjustment for Common Stock Issued
.RepaymeJ;lt of obligation to fomer maj~rity
.
common stockholder

378,486

311,471

Net cash Used in financing activities

303,435

(155,521)

Net increase (decrease) in cash and cash equivalents

40,292

18,411

Ca·s h and cash equivalents,.beginning of year

25,711

7,300

Cash and cash equivalents, end of year .

(67,884)

(41,375}
(37,293)
(285;711)
(311)
26,800
(10,846)
(45,357) .
(72,879)·

. (7,167)

$

66,003

$

25,711

See accompanying summary ofaccounting policies and notes.to consolidated financial statements.
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. Business Activities

AlA Services Corporation. (the Company or Services) is an
insurance holding company bas'ed in LeWiston, Idaho .. The principal
business of its subsidiary, AIA Insurance, Inc., is marketing
insurance products and services to ranchers and farmers, many of
whom are members of.agricultural associations. The Company's
current products include group health and life insurance, long-term
care insurance, and individual life insurance.
The Company has established relationships ·with state and regional
aSsociations including the National Association of Wheat Growers,
American Soybean Association, and the National Contract Poultry
Growers Association. (Associations). These Associations were
formed through the common interests of their members to promote
specific segmems of the agriculture industry. They are the primary
recognized organizations representing the interests of. the .grain
growers, soybean growers and poultry growers in the United States.
: The Company sells group health insurance to these Associations and
. their members and provides adrriinistrative services for, such
insurance in accordance with the terms of marketing and
administrative .agreements between the Company and the
underwriting insurance company. The Company also acts as the
marketer and admib.istrator for a multiple-association trust whose
participants engage in fanning, ranching or other agriculture'related
buSinesses. As part of the Company's administrative duties, the
Company colle~ts association dues through its regular customer
billlng procedure, thereby creating an important link between· the
. Company and the Associations. In return, the Associations endorse
the Company and certain of its products and services.

9
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Principles of

Consolidation

Investments

The Company accounts for investments in which it owns or controls
greater than 200/0 but less than 50% of the voting stock in accordance
with Accounting Principles Board Opinion (APB) No. 18, ''TIle
Equity Method of Accounting for Investments in Common Stock."
Under the equity method, investments are recorded at cost and the
carrying amount of the investment adjusts to recognize the investor's
share of the earnings' or losses of the investee and changes in
investor's capital position ' in the investee after the date of
acquisition.
The Companyacco.l;lIlts for investments in which it owns or controls '
less than 20% of the voting stock, according to the provisions of
Statement of Financial Accounting Standards (SFAS) No. 115,
"Accounting for Certain Investments in Debt and Equity Securities.".
SFAS No. 115 requires that investments in all debt securities and
those equity securities with readily detenninable market values be
classified into one of three categories: held-to-maturity, trading, or
available-for-sale. Classification of investments is based upon
. management's current intent.

i
J

I

·1

i
:

The consolidated financial statements include the accounts of the .
Company and its wholly-owned subsidiary, AIA Insurance, Inc. All
materiru. intercompany transactions have been eliminated in
consolidation.

j

i

i

I
I

Property and
Equipment

Property and equipment are carried at cost less accumulated
depreciation. Where applicable, cost includes interest and real estate
taxes incurred during construction and other construction related
costs: Depreciation is computed prinCipally' by the straight-line
method using lives of 31 to 40 years for buildings and five to seven
years for equipment.

1

:

Commission Income Conunission income is recognized ratably over the policy period.
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Administrative Fees AIA Insurance, Inc. is a third-party administrator for Trustmark and
various Association trusts providing administrative and data
processing services. All administrative fees result from such
arrangements and. are recorded as income upon receipt, which
approximates the time period over which the fees are earned. . The
administrative fees are calculated on a per policy basis, on a
percentage of ·certain future policy benefits, and ruso as specific
administrative functions are performed.
Income Taxes

of SFA~ No. 109 "Accounting forlncome Taxes." Under the asset
and liability method of SFAS No.· 109, deferred tax assets and
liabilities are ;recognized for the future tax consequences attributable
to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases. Deferred
tax .assets and liabilities are measured using enacted tax rates
~xpected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. Under
SFAS No. 109, the effect on deferred tax assets and liabilities of a
. change in tax rates is recognized in income iIi the period that
includes the enactment date.

...
i

. Stock Options ·
i

,I

I

'The Company accounts for income.taxes a~cording to the provisions

The Company accounts for stock options issued to employees
under the provisions of APBNo. 25, "Accounting for Stock Issued
to Employees." Under APB No. 25, because the exercise price of
the Company's employee stock options approximates the fair value
of the Underlying stock at the date of grant, no compensation co~t
is recognized. SFAS No. 123 "Accounting for Stock-Based
Compensation," · requires the Company to provide pro forma
information regarding net income (loss) as if compensation cost for
the Company's stock option plans had been determined . in
accordance With the fair value method prescribed in SFAS No.
123 .

.1

.j

I

.!
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Summary of Accounti

j
1
!

Cash and Cash
Equivalents

Cash and cash equivalents are comprised of cash and furids
temporarily invested (with original maturities not exceeding three
months) as part of tlie Company's management of day-to-day
operating cash receipts and disbursements.

Reclassifications

Certain amounts in the prior year's financial statements have been
reclassified to conform to the current year's presentation.

Management
Estimates

The preparation of financial statements in conformity with generally
accepted accOunting . principles requires management to make
estimates and assumptions that affect the reported ainOlmts of assets
and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amount of revenues
. and expenses during the reporting period-· . Actual results could differ
from those estimates.

II

I!
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1.

Investment
in MfIliate

'At December 31, 2001, the Company owned 2.9% of the common
voting stock of Pacific Empire Radio Corporation (pacific). The
Company accounted for this investment under the equity method as
available-for-sale securities; In 2002, the ' Company's ownership
decreased to 2.6%.

2.

Property and
Equipment

'. Property and equipment consist of the following:

December 31,
Furniture and equipment
Leasehold improvements

2002
$

Less accumulated depreciation
$

,2001

692,108
li2,075

$ 678,022
112,075

804,183
759,681

790,097
740,989

44,502

$

49,108
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3:

Notes Payable

Notes payable consist of the followmg:

Notes payable to former employees,
due in annual principal and interest
payments of $82,494, stated interest
"rate of 7.75%, due in 2004.

$

Note payable 10 a bank:, due in monthly
principal and interest payments of
$1,100 with the balance due
February 2005, interest rate at 10%,
secl¥"ed by real estate.
"Long.:.term debt

2Q01

2002

December 31;

104,420

$

41,256

30,141
$

129,167

134,561

$

170,423

Schedule of maturities ofn01es payable as of December 31, 2002
are as follows:
Year ending December 31,
2003
2004
2005
2006

$

Ainount
94,557
19,223
19,257
1,554
.134,561
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4.

Income Taxes -

Income tax benefit (expense) frDm cDntinuing .operations consists
of the folloWing:

Year ended December 31,
Current
Deferred

$

2002
(4,168) $
(63,000)

InCDI11e tax benefit (expense)

$

(67,168) $

2001
(127,672)
. 7,000
(120,672)

Deferred income taxes reflect the impact .of "tempDrary differences"
between amounts of asSets and .liabilities fDr financial reporting
purposes and such amDunts as measured by tax laws.
The significant cDmponents .of the Company's net deferred tax assets'
and liabilities are summarized as fDllows:

December 31,
Deferred tax assets:
, Net operating loss carryforwards
. Advanced commission
Licenses
Allowance for doubtful accounts
Accrued wages
AMT credit carryforwards
Deferred acquisition costs
Other

$

Total deferred tax assets
Deferred tax liabilities:
Tax: OVer book depreciation and
amortization
Total deferred tax llabilities

Valuation allowance
Net deferred tax asset

$

2002

2001

4,447,000
372,000
233,000
71,000
38,000
54,000
, 49;000
1,000

$ 3,590,000
369,000
250,000
74,000
139,000
230,000
50,000
30,000

5,265,000

4;732,000

(18,000)
(18,000)

(15,000)
(15,000)

(3,827,000)

(3,234,000 )

1,420,01)0

$ 1,483,000
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The Company's effective tax rate on income from continuing
operations differs from the· expected corporate stafutory federal
income tax rate primarily as a result of the change in valuation
allowance.
At December 31, 2002, the Company has approximately $12 rrrillion
in net operating loss canyforwards available to offset future taxable
income which expire through 2012. Approximately $10,6 rrrillionof
these net operating .loss carryforwards relate to .. the Company's
discontinued ,life insurance operations. 'The Company has
established a valuation allowance against its deferred tax asset to the
extent the Company believes it is more likely than not that the
deferred tax assets will not be realized. Management believes that it
, is more likely than not that the Company will be able to generate
future taxable income'and utilize NOL's up toa $l.4'million benefit. '
The Company's ability to use its net operating loss carryforwards to
offset future taxable. 'income is subject to annual restrictions
contained in ,the United States Internal Revenue Code of 1986, as ,
amended (the Code). These restrictions act to limit the Company's
future use of its net operating losses following certain substantial
enumerated in the Code. There was
stock ownership changes
such a change in ownership during 1995 and there ate substantial
annual restrictions limiting the Company's future use of its net
operating loss carryforwards.

as
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5.

Related Party
Transactions

The Company had transactions with stockholders as follows:

December 31,

!

I

Related party receivable,
beginning of year
Transfer to payable to former
. majority common shareholder .
Expenses paid on behalf of fonner
majority common shareholder .
Receivable forgiven for investment
in affiliate .

j

I
!

I

I

!

I

I

I!

Related party receivable, end of year

$

2002

2001

0

$ 102,693
(102,693)

$

0

$

0

In July 1995, the Company acquired all the outstanding shares
(613,494 shares) of its former majority stockholder in exchange for
$8.3 million. Had this not been a related party transaction per APB .
No. 16, the Company could have accounted for this acquisition as an
intangible asset on it's books·.
. Of this, $7.5 million was debt as described in the· paragraph below.
The remaining .· amount consists of the forgiveness of debt of
$570,000 and the transfer of airplanes with a book value of
$200,000.

i

·1
.j

!

A down payment of $1.5 million originally due on October 22, 1995
was renegotiated in July 1996 to be due October 31, 1996. Interest
on this down payment note (as renegotiated in July 1996) is 9.5%
(14% while in default) and principal and interest payments of
$33,750 per month are due beg~g August i, 1996. The balance
of the down payment note at December 31, 2002 and 2001 was $0
and $0. The remaining $6 million is payable ill the form of a note
with interest at 8.25%, ·rnonthly payments of interest only;principal
due and payable August 1, 2005 unless the Series A preferred stock
has. been fully redeemed (Note 7): These notes are secured by the
Company's stock and commission income.
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During 1999, the Company entered into a covenant not to compete
with a former employee. The agreement has a term: of forty-eight
months and requires the Company to pay a total of forty-eight
monthly payment with the first twenty-four monthly payments of
. $6,000 beginning April 30, 1999 and second twenty-four monthly
payments of $3,000 beginning April' 30, 2001. In addition the
Company granted the. former employee 132,310 fully vested
common stock options with an exercise price of $2.00, and a term
of 5· years. The employee agreed to not compete for the term of
. the agreement and gave up 69,211 common stock options previous
issued to him with an exercise price ranging between $1.22 and
$3.42. The preseht value of the future minimum payments using
the company's estimated incremental borrowing rate 15% has been
capitalized as a liability. In addition the present value or the fu1:uTe
minimum payment plus the fair value of the options isslJ,ed less the
fair value of the options given up were record as an intangible asset
and is being amortized over the teim of the, agreement.
The schedule of maturities of the covenant not to compete payable
as of December 31~ 2002 is as follows:
Year ending December 31,
2003

Amount
8,780
.$

8,780
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6.

Preferred and
. Common Stock

Series A Preferred Stock
The Company had 73,571 and 73;571 outstanding shares of no par,
nonparticipating Series A preferred stock ~t December 31, 2002 and
2001.
Pursuant to the preferred stock agreement, the holder of the Series A
preferred stock has the right to require' the Company to redeem the
stock at any time after September 14, 1993. The right was exercised
by giving the Company written notice of demand for redemption
effective December 2, 1993.
The Company began redeeming the Series A preferred shares at $10
per share over a :fifteen year period with interest at 1-1/2% below the
First Interstate Bank of Idaho, N.A. prime rate, adjusted quarterly.
In 1995, 'the Company agreed to restructure the redemption over a
ten year period with interest at 114% above the First Interstate Bank
of Idaho, N.A. prime rate, adjusted quarterly. The Company
redeemed 0 shares in 2002 and 270 shares in 2001. On July 1,1996,
the Company' further restructured the Series A shareholder
agreement such that in addition to the regular ten-year amortization
agreed to in 1995"a payment of $ 100,000 will be made at the end of'
each six-month period commencing upon the full payment of the
down payment note to the Company's former majority stockholder
(see Note 5). Also, no principaJ payment shall be made on the $6
million note payable to the Company's former majority stockholder
(see Note 5) until the Series A preferred stock has been fully
redeemed.
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Scheduled redemption ofthe Series A preferred stockis as follows:
Amount
223,090
25,6,860
255,763

Year ending December 31,
2003 '
2004 '
2005,

$

735,713

If the Company dissolves, the Series A preferred stock '. has
liquidating preference over co11Ul'lon and Series C stockholders in
amounts equal to its redemption value. The holder of the Series A .
. preferred stock has the right, voting separately as a class, to elect one
member to the Board of Directors.

Series C Preferred Stock
During 1995, the Company initiated a private placement of preferred
stock ih which 150,000 shares of the 500,000 shares authorized of
. the Series C 10010 convertible preferred stock and attendant Series 'C
warrants were sold for $1.5 million in August of 1995. An
additional 50,000' shares with proceeds of approximately $500,000
were placed by December 31, 1995. 'During 1996, 86,500 shares
with proceeds of $865,000 were placed. During 1997, 11 ,000 shares
with proceeds of $11 0,000 were placed. At D(X;ember 31, 2002 and
2000, 297,500 shares were outstanding. Each Series C warrant
issued to. the preferred stock investors is exercisable upon the earlier
of two' years or the completion of a stock offering which raises a
minimum of: $5 million and entitles the investors' to acquire
.0000307% of the Company's common stock on a fully diluted baSis
at a price below market value. The terms of the Series C preferred
shares areas follows: .
.
The holders shall have no right to receive notice of or to vote
on 'any matter at any regular or special meeting of stockholders
of the corporation.
'
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The holders shall be entitled to receive, when and as declared
by the Company's Board of Directors, ' cmnulative cash
dividends at the perannmn rate of 10% of the liquidation rate:
The liquidation rate is $10 per share and the dividends are
,payable, annually in preference to any divldends upon the
Company's common stock, but only if redemption payments to
the Series A stockholder are cUrrent. Cumulative undeclared
dividends are $499,798 and $499,798 as of December 31, 2002
and 2001.
Upon dissolution, liquidation, or winding:-up affairs of the
Company, the Series C convertible preferred stockholders
receive preference before any payment is made to the holderS
of cornmon stock. The liquidation value per share is $10 plus
any declared and un,paid dividends.
Preferred stock is Subject to certain mandatory redemption
features and the Company has the right to redeem the preferred
shares at any time. The redemption value at December 31,
2002 and 2001 totaled approximately $3.0 million.
Each holder of Series C preferred stock shall have the right,
exercisable beginning at the earlier of the date of receipt of
notice of mandatory redemption of the Series C preferred stock
or two years after the first Issuance of the stock and ending on
the clos,i ng date of an equity offering, to convert each share of
preferred stock into that nmnber of shares of common stock
which equa1s .0000693% of the common stock on 'a fully
diluted basis at the effective date of exercise.
, DQring 2000 all warrants were exercised at prices of .01 or .78 '
in which 358,805 conupon shares were issued. During 2001,
Crop USA acquired 205,000 shares of the Pn~ferred C stock,
which is all ofthe Company's preferred C shares except for the
92,500 of Preferred C shares held by the 401K plan.
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Corinnon Stock ·
See Note 5 for discussion regarding purchase of common stock from
foimer majority' stockholder.
Employee Benefits Plans
The Company may grant options to purchase shares of commc;m
stock to key employees of the Company llilder a stock option plan.
The exercise price shall be no less th~ the fair market value of the
shares on the grant date. The options vest immediately upon
issuance and generally expire 'within five years.
The followillg table summarizes stock option activity:

!.
Number
of
Shares
Outstanding at January 1,2001
Granted
Expired or canceled
Exercised
Outstanding at December 31, 2001
Granted
Exercised or canceled
Outstanding at December 31, 2002

Exercise
Price Per
Share

722,350
0
(31 ,776)

$0.01-$3.42
0

690,574
0
(215,574 )
475,000

$0.01-$3.42

$0.01

1

,

./
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The . following table summarizes information about fixed-price
stock options outstanding and exercisable at December 31,2002:

Range of
Exercise
Prices

Options Outstanding
WeightedWeighted.Average
Remaining
Average
Number
Contractual
Exercise
of Shares
Life
Price

Options Exercisable
Weighted~

Number
of Shares

Average
Exercise
Price

$0.01

475,000

2.00

$0.01

475,000

$0.01

$0.01

475,000

2.00

$0.01

475,000

$0.01

The Company maintains a profit sharing retirement plan with an IRS
Code Section 4.01(k) feature covering substantially all employees
who have completed one year of service. Employee elective deferral
contributions are 100% vested and Company contributions are fully
vested .after seven. years of participation.
The Company's
contributions to the plan were $0 in both 2002 and 2001.
The Company has an employee stock ownership plan covering
employees who have completed one year of service. Employees are
fully vested after five years of participation. There were no
contributions to the plan in 2002 or 2001. Non-vested participants'
amounts are forfeited upon departUre from the Company and
reallocated to remaining participants.
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7.

OperatingLeases

. The Company leases data processing equipment, office equipment
and· office space as lessee under lease agreeu{ents which are
accOlmted for as operating leases. The data process~ and office.
equipment leases expire over the next two years. The office facility
lease expires .in eight years .. In most cases, management expects the
leases to be renewed or replaced by other leases upon expiration of
current lease terms.
:Minimum lease payments required under operating leases that have .
initial or remaining noncancelable lease terms in excess of one year
as of December 31,2002 are as follows:
Ye~

ending December 31,
2003
2004
2005
2006
Thereafter

Amount
·118,727
·96,946
96,946
96,946
826,067
$ 1,235,632

Total rent expense for all operating leases Was $145,335 in 2002 and
$227,114 in 2001.

8.

Contingencies

Various other lawsuits against the Company .have arisen in the
ordinary course of business. Management believes that contingent
liabilities that may arise from these lawsuits will not be material in
relation to the financial .position or results of operations
the
Company.

of
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9.

.;

1

Advanced
Commissions

During December 1997, AlA entered into a Profit Sharing
Agreement with Trustmark Insurance Company ("Trustmark"),
The agreement requires Trustmark to pay AlA an advance
commission based on estimated profits. Under the agreement the
actual comr:ilissions for the period from December 1, 1997 to
December 31, 1999 would be calculated on December 31, 1999
and compared to advance commissions paid with any differences
immediately due and payable. On December 31, 1999 it was
determined that Trustmark advanced AlA $2.9 million in excess of .
actual commissions earned. As of December 31, "2002 and 2001,
AlA has recorded" payables for $498,914 and $1,371,560,
respectively, which are the present value of the remaining excess
commissions using the agreed upon .repayment schedule and an
estimated incremental borrowing rate of 15%. In addition, as of
December 31, 2002 and 2001, AIA has recorded receivables for
$73,825 and $221,473, which represent the net n~alizable value of
advance commissions paid to agents from the $2.9 miliion excess
commissions collected by AlA. Future commissions earned by
agents will be "offset against these advanced coIIlllllssions. The
transaction has been treated as a change in accounting estimate
with the net change in estimate of advanced commissions of
$1,376,683 reported as an expense in 1999.

•

1

f
",

I
I

The schedule of maturities of advanced commiSsions payable 'as of
December 31, 2002 is as follows:
Year ending December 31,
2003

Amount
498,914
$

"498,914

I

:.
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Michael E. McNichols
CLEMENTS, BROWN & McNICHOLS, P.A1Oj?
Attorneys at Law
321 13th Street
Post Office Box 1510
Lewiston, Idaho 83501
(208) 743-6538
(208) 746-0753 (Facsimile)
ISB No. 993

FILED
FtB 27 1Wl S

3S)

(\

1

v.

Attorneys for Defendants
AlA Services Corporation,
AlA Insurance, Inc. and
R. John Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED J. TAYLOR, a single person;

)
)

Plaintiff,

Case No: CV 07-00208

)
)

vs.

)
)

TEMPORARY
RESTRAINING ORDER

AlA SERVICES CORPORATION, an Idaho)
corporation; AlA INSURANCE, INC., an
)
Idaho corporation; R. JOHN TAYLOR and )
CONNIE TAYLOR, individually and the
)
community property comprised thereof;
)
BRYAN FREEMAN, a single person; and
)
JOLEE DUCLOS, a single person;
)
)

Defendants.

)

The Court has reviewed the court file, defendants AIA Services Corporation,
AlA Insurance, Inc., and R. John Taylor's Motion for Temporary Restraining Order,
Motion for Preliminary Injunction, and supporting affidavits and the Certificate of
Michael E. McNichols, and based on those pleadings makes the following findings:

TEtvfPORARY
RESTRAINING ORDER

-1-

1. Plaintiff's voting of shares in AlA Insurance, Inc., and acting as a

director and officer of AlA Insurance, Inc., and entering upon the premises of AlA
Insurance, Inc., at III Main Street, Lewiston, Idaho, and harassing or annoying
employees of AlA Insurance, Inc., will result in great and irreparable injury to the moving
defendants; the injuries are irreparable because of the effects on AIA Insurance, Inc., and
Crop USA, Inc., an innocent non-party;
2. The moving defendants gave notice to plaintiff of their Motion for
Preliminary Injunction and Motion for TemporarY Restraining Order;
1>/0 000 . tTD ~
3. A cashiers check in the sum of $-1 ,OOO.OQ is sufficient security for the
payment of costs and damages, including attorneys fees, which may be fixed by the Court
should it later be determined that the plaintiff was wrongfully restrained; and
4. A cashiers check in the required amount has been deposited with the
Court by the moving defendants.
Based on these findings, the Court hereby ORDERS plaintiff:
1. Not to vote or attempt to vote shares of stock in AlA Insurance, Inc.;
2. Not to act or attempt to act as a director or officer of AIA Insurance, Inc.;
3. Not to enter the premises of AlA Services Corporation and AlA
Insurance, Inc., at III Main Street, Lewiston, Idaho, for any reason; and
4. Not to harass or annoy, directly or indirectly, any employee of AlA
Services Corporation or AlA Insurance, Inc., in person, by telephone or by written
communications.
This Order shall remain in effect until the hearing of these defendants'
Motion for Preliminary Injunction, which has been set for

I!lAl2cl-/ /

,~,

2007, at ~ a.m., in the Nez Perce County Courthouse at Lewiston, Idaho, unless
extended as provided by law.

TEMPORARY
RESTRAINING ORDER

333
-2-

It is also ORDERED that the Sheriff of Nez Perce County, Idaho, shall

cause this Temporary Restraining Order to be served on the plaintiff without delay.
DATED this 26 th day of February, 2007, at

'-I'oC}

o'clock ~.m.
1/
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